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PBBFACE TO THE FOURTH EDITION 

In the Third Edition, which was my supplementary thesis for my 
Ph.D. Degree examination, I mainly devoted my attention to the filling 
np of the gaps in our banking structure. In this revised edition I 
have taken up the essential problem of securing ord^ly banking 
progress. The evolution of an active national banking policy is no less 
essential than the one of curbing the predominant control of our banking 
resources and progress by foreign banks. 

Taking the initiative from the banking piogress of other countries 
certain lines on which a national policy can be chalked out have been 
indicated. It is a matter of gratification to me that in all matters of 
recent banking activity my recommendations have borne fruit. Few 
instances can be cited. Like myself the C. B. Enquiry Committee 
recommend the starting of City Mortgage Banks in addition to Urban 
Co-operative Banks. The formation of a shareholder’s type of Central 
Bank under proper saf^ards, the starting of co-operative type of Land 
Mortgage Banks in the province of Bengal and the starting of few 
Investment Trusts, on lines indicated in this book are a source of pride 
and profound satisfaction that my mental exertion has not been 
undertaken in vain. The recent Sir Pochkbanawalla Committee has 
recommended the starting of an Industrial Bank on lines similar to 
those outlined by me. A new Overseas Bank has been started by the 
Central Bank of India. 


But the banking problem remains and is still with us to-day. 
Heavy interest rates, inadequate supply of loanable capital, the univer- 
sal dominance of the mral money-lenders by whatever name they are 
styled, lack of free mobility of money capital, the paucity of existing 
bankmg facilities, the adaptation of loan companies and nidhis into 
well-managed joint-stock banks, the absence of a definite state policy 
of encouraging indigenous banking institutions, the scattered, meagre 
and misleading banking statistics, the increasing domination of foreign 
banks in the banking field, the policy of ‘ open door ’ leading to the 
invasion of Indian banking field by British as well as non British 
Exchange Banks, the absence of co-operation between the different 
bankmg umts and the reluctance of the Foreign Exchange Banks to 

direct 

influence in dwarfing our bankmg piogress. 



pbepagb to the podrth edition 

A national banking policy consists in considering banking as a key 
enterprise. The endeavour of the State should be to guide the activity 
of the enterprise in a manner conducive to the permanent leconsti-uc- 
tion or the building of a lasting and sound banking foundation for the 
economic structure of our country. The banking regulatory authority 
should beneht the children of the soil and retain the profits and 
experience within the country itself. 

Now that the different gaps in the banking field are being filled 
up by the starting of a Reserve Bank, the starting of Land Mortgage 
Banks, Investment Trusts, and the modernising of the indigenous 
banking activity, banking progress ought to be stimulated by beneficial 
and intelligent changes in the banking regulations of the country. 
The most important necessity is the starting of few Indian Overseas 
Banking concerns to assail the monopoly of foreign trade financing and 
reap all incidental gains accruing from the policy of fioanciog the 
bulk of our foreign trade with the help of domestic resources. 
An active economic policy co-ordinating their efforts in the field 
of agricnltnre, trade and industry would bring us nearer the goal. 
Measures of banking reform in other directions have been indicated in 
the different chapters. 

An efficient mortgage banking system based npon the long-term 
mortgage principle amortisable gradually over a series of years would 
aid our agriculture, building societies, life insuraoce companies, and 
commercial banks at the same time. 

India’s banking destiny lies in her own bands. It lies in an 
intelligent re-organisation of the bankiDg enterprise on lines indicated in 
the different pages of my book. Although tbe Cential Banking Enquiry 
Committee made an exhaustive enquiry into the banking problem of 
our country, still its main recommendations which amplify and endorse 
ray suggestions in most oases have not been carried into effect as yet. 
Our nationalist leaders must be actuated with an aggressive desire to 
contribute their time and efforts to general banking reform. Fifty 
ponderous tomes covering roughly 20, ODD printed pages have been 
produced by tbe recent Banking Committees but it has not occurred 
to the nation that tbe needed propei- action could be delayed no longer. 

Calcotta: 1 g. Ramaohandha Bau 

08t1i September, 1936 J 



PREFACE TO THE THIRD EDITION 

Beanngm mmd the changes that have taken place dunng the 
eventful years of 1926 27, 1 have revnritten the Second Edition pointing 
out the effects of such changes on the general public, the Imperial 
Bank of India, the immigrant banks, the indigenous joint stock 
banks and the indigenous bankers of our country The descriptive 
matenal in the different chapters has been brought up to date The 
long chapter on banking reform has been split and rearranged into 
different chapters The most important additions are the chapters on 
the Central Bank of Issue, Organised Banking in the Days of John 
Company, the Capital Market and the Investment Market, the Loan 
Companies of Bengal and Recent Monetary Refoim 

It IS a matter of ainceie gratification to note that most of my 
views, valuable hints and fruitful suggestions offered in the previous 
edition have been accepted by the recent Royal Commissions on 
Currency and AgncuHnre The 1926 Confeience of Registrars of 
Co operative Societies have practically endorsed the suggestion for a 
separate credit organisation for granting long term credit facilities to 
agricultuie The idea of starting a separate State Bank for financing 
agriculture aud industries which immature Indian authors generally 
mechanically repeat has been happily knocked on the head The 
recommendations of the Hilton Young Commission, the External 
Committee and the Royal Commission on Agriculture which aim at 
setting right the currency and the financial system of the country and 
the re organisation of the rural credit system of the country have like 
myaelf clearly pointed out the necessity of breaking the gauge in the 
existing banbng organisation Most of my suggestions are repeated 
afresh by these authoritative bodie<? One of my intelligent reviewers, 
who does not, however, give me any constructive suggestions, writes 
that “ in his long chapter on banking refoim he anticipates a good 
tew of the suggestions made by Sir Basil P Blackett in hisVery 
informing and suggestive address to the Delhi University, eg , the 
standardisation of tlie forms of Negotiable Instruments, the use of 
the vernacular in the printing of the cheque, the need for special 
banking legislation apart from the general Company Law, etc ” 

B 
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TheeBtoblishmentottheOne E««,e system, the sbohtion of 
the sterop doty on bills of exchsnge. the oteation of a Central Bank 
of Issue, the fusing of the indigenous banker as an integral feature 
of the organised banking system, the undertaking of acceptance 
business by the Banks and the creation of a discount market have 
been pointed out by me, and these are some of the very suggestions 
which are oiTered by the Centra] Banking Enquiry Committee and the 
present day publicists for the improvement of ihe banking system 
With reference to the exchange, the investment and the discount 
market and the re organisation of the indigeuoos bankers' business 
I have added further suggestions m the diffcient chapters of this 
book I have suggested mensures to remedy the defects of the exist- 
ing law in regard to the respousibihty of duectoih Means to improve 
the investment habit on (he part of the people hare been recommend- 
ed The necessity of compelling the Excliange Banks to afford pro 
spects of a career in banking and thus creating an Indian banking 
personnel has been pointed out Some of the present defects of co 
operative finance, ihe unreliability of some of the shroffs the amount of 
possible competition between the Imperial Bauk and other Joint Stock 
Banks, and the dangers underlying the recent meigei between the Big 
Five and the Exchange Banks in our money market have been outlined 
Attention has been drawn to the working of the agricultural banks 
of other countries and the lessons that have to be learnt fiom their 
example are pointed out I have indicated the steps by means of 
which the Central Bank of Issue can gradually secure control over 
the internal credit situation and I have devoted special attention to 
free the study of banking organisation from all non essentials, so 
that the reader can comprehend it clearly Baniog the collection of 
data and statistics which a Government Committee alone can compile 
I have endeavoured my level best to make a scientific survey of the 
easting banking organisation and present a programme on clear cut 
lines for immediate attention on the part of the bankers, the general 
pubhq and the -Government Safe and sturdy banking development 
under the regulation and control of a Central Bank affords the only 
reliable means for the proper and healthy economic progress of our 


country 


I have suggested practical scientific remedies for enabling the 
people to shake off their boarding habit I have attempted to probe 
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deep into this “ old problem ’ obscared by an overgrowth of pecuto 
miBConceptions, fads and exaggerations of specialists and sciMtifio 
inexactitudes resulting from purposeless or ineffective inquines There 
18 no greater prevailing misconception than that India has hoarded 
in utter disregard of economic considerations and that the Indian still 
persists in the hoarding habit in the same manner and to the same 
degree The Indian is not a mere slave to the primeval instinct of 
acquisitiveness His hoarding is the direct result of prudence, economic 
needs, and unforseen contingencies Doubtless he may be mistaken 
but he 18 not perverse I have proved by a process of elimination 
that there is no considerable portion of the population which conti- 
nues to keep its savings in the form of idle cash As there is still 
left much of the evil to tackle, T have made a list of practical sugges- 
tions which would go a long way m ensurmg a truly economic use 
of the national savings Some of my practical suggestions would 
go to the root of the matter and act as a sharp spur to economic 
improvement 1 will only add that the usefulness of the Central 
Bank of Issne will depend on its ability to get into dose and 
living touch with and to alter for the better the economic life of 
the larger masses of India’s rural population There is no discussion 
of this important problem before the Hoyal Commission on Agn- 
cnltnre and the Bankmg Committees should not fail to tackle this 
problem 


Another salient lesson which I propose to emphasise is the neces- 
sity to solve our problems in banking, currency and industry by 
measures which go hand in hand Fragmentary reform of currency or 
banking is futile Simple, intelligible and reliable measures which 
pay proper heed to the habits of the people are essential 


In the chapter on Organised Banking in the Days of John Company 
I have succeeded in pomting out the work of a few banking institutions 
whose names alone are known to the existmg contributors on the sub- 
ject I have literally exhumed from the graves in which they have 
been buried the unrecorded material of some banks of this period , and 
they find a place for the first time m a book on Indian banking As 

Btodeiits of archaeology, by findmg a bone here a piece of tesselated 
pavement there, m another place some pottery oi met eaten apparel, 

have caught glimpses of our civilisation, so also I have tried to coUect 

heterogeneous facts from published Government records, old books 
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^mphlets and newepapere of this period and present a comprehensiYe 
list of some of Ihe baoks working during this period. 

In my forthcoming monograph on Organised Banking in the Days 
of John Company (now published by Lai Chand and Sons, 76, Lower 
Circular Road, Calcutta— Rs. 4) further details and a more compre- 
hensive account of these banks, whose history has been unearthed for 
the first time, would be presented. The present banking system of 
India is a very different thing from what it was. It has been my aim 
to show in this monograph the e(X}nomic forces at work in this period. 
Bankers, like other human beings, are creatures of their environment. 
As heirs of all the past ages it behoves us to know the working of these 
institutions that did their duty in the dim pact, for the past always 
lives on and works in the present. Lessons will be drawn from the 
lives of dead (Bankers) and a study of the right inference drawn would 
go a long way in eradicating unsound banking management in this 
country. 

This book is only a companion volume of ray book " Elementary 
Banking for Indian Beginners ’’ where the theory underlying the suc- 
cessful working of a Commercial Bank and every other specialising 
banking concern is taught in a ** clear and concise manner " as the 
.American Economic Review puts it. The Bibliography at the end of 
this book would be of use to all who are interested in pursuing their 
studies further in this direction. I hope readers would judge the work 
by the accuracy of its recommendations and not by the atmosphere in 
.which they are stated. 

• It has been my endeavour throughout the book to avoid outlining 
out-and-dried schemes either in the matter of framing banking legisla- 
tion'or in tbe matter of formulating proposals for starting industrial, 
agricultural, or any other type of specialised banking institutions. 
Throughout the book the object has been to indicate the theoretical 
necessity and outline a basis for tbe new changes and give sufficient 
indication of the practice of foreign countries in these lines in support 
of the line of reasoning adopted by me. I am much obliged to the 
Syndicate of tbe Calcutta University for permitting the Punjab Co- 
operative Union, Lahore, to undertake a translation of the Second- 
Edition of this book into Urdu. 

' I desire to express my thanks to the Editors of the different jour- 
nals, e.g., Bengal— Past and Present, the Calcutta Review, the Welfare, 
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the Mysore Economic Journal, the Indian Finance, the Cosmopolitan, 
the Servant of India, the Modern Review and the Capital for permit- 
ting me to mcorporate some of my recent contributions on banking in 
this new edition My thanks are dne to the Hon’ble'Mr Bamaprasad 
Mookerjee nT<d Baja Beesheecase Law tbrongh whose courtesy I could 
gain access to the Library of the Calcutta branch of the Imperial Bank 
of India I desire to place on record my appreciation of the assistance 
given me by Mr J A Chapman of the Impenal Libraiyj Calcutta, 
without whose help I would not have gained access to important books 
dealing with the chapter on Organised Banking My thanks are 
also dne to the Consulate Generals of Japan and Germany for 
enabling me to secore useful mformahon about the Japanese and 
German Banks Only a portion of much of the material that X 
have gathered in this way has been made use of in this book I 
have added materially much information to the account of the old 
Presidency Banks which has not been given either by Cooke or Bmn- 
yafe I have succeeded in pomting out the individual who was respon- 
sible for adding unconsciously the words ** payable in India ' after the 
phrase " bills of exchange ” thus precluding the Bank of Bengal from 
transacting foreign exchange business 


Senate House, 
Calcuota 
Fehy , 1928 


B Baaiachandba Bau 
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PRESENT-DAY BANKING IN INDIA 

CHAPTER I 

The Indian Money Mabkbt 

The impertanoe of credit— The constitaenfci of the hlone; Market— The fnnctions of the 
Honey Market— Borne ealient featnrea of the Indian Money Market— The Treasury Balances 
and the Morey Market— India's vast anb continental sise— Qeneral oharaotenatics of the 
bney season— General eiheraotensUca of the alack season— Some notable features of Indian 
practico-Lack of autonomous Money Market— Stages in the evolutionary devoir^ 
ment of the Money Market— The stabilisation of the Money MarkeU-Tho intelligent 
gcidance of the Central Bank 

The importance of credit. 

Apparently Lord Byron was wrong when he wrote that “Cash 
rales the camp, the court and the grove** He ought it seems, to 
have added that ** not cash alone but credit also rules the camp, the 
court and the grove ** We are not in need of any commentary upon 
statements of this kind Even the man in the street can easily 
realise that credit is the life blood of commerce. To promote agri- 
cultural and mdustrial advance a productive use of credit is essential. 
An elastic credit system can be created only by a well-developed money 
market A fully co-ordinated system of credit possessing different 
types of complementary institutions can never exist without its 
indispensable concomitant, a well developed and reasonably planned 
money market The development of the one leads to the perfection 
of the other and vice versa. The money market is the groundwork 
of the country*B national finance whose mam flexibility depends on 
a fine division of labour and capacity for adjustment of changing 
financial conditions of society The liquidity of the money market 
IS such that cash can be secured within a few hours* notice As one 
recent writer sajs, “ what a bank balance is to the individual the 
money market is to the country’s credit system Both represenl ready 
cash available for immediate needs” The money market is the 
place to which the floating capital of the community gravitates to 
find short-period employment till the time when it is needed for a 
permanent investment. It is on account of this feature that the 



PRESEKT-DAY BANKING IN INDIA 


bill market, the exchange market and the 
very intimate and close connection with 
occupy a position of real importance in the 
country. 


investment market have 
the money market and 
money markets of the 


The constituents oj the Money Market. 

The money market is the centre where the borrowers of money 
and the lenders of money meet together. The Indian money market 
IS generally divided into (1) the European money market consisting 
of ( 0 ) the Reserve Bank of India, (6) the Imperial Bank of India, (c) 
the European Exchange Banks; (2) the Indian or native market con- 
sisting of (fl) the Indian Joint-Stock Banks, (6) Shroffs, the indigenous 
bankers, the co-operative banks and the money-lenders who do a good 
deal of business in the giving of monentary credits. It is these that 
furnish the needed credit in our money market. The total amount 
of banking funds, i.e., the avilable supply of funds, is adjusted to the 
demand for funds throughout the country. ^ 

Tlie borrowers of money are (c) the Government of India who 
annually floaf rupee loans for capital expenditure on railway and canal 
construction, and pursue the policy of the sale of Treasury Bills in the 
money market for ordinary revenue account, (h) the agriculturists, (e) 
the entrepreneurs engaged in industries, (d) the Indian people who 
need money for performing social functions, say, marriages, sraddhas 
aud other functions that have to be performed by people enslaved by 
debt, superstition and brabmanic ritual. Any sketch of the present- 
day banking system would not be complete without the inclusion of 

> It h nsual to speak of tbe wbole ooantry aa one market and also refer to iadiridnal 
money markets of different centres. Just as the London kloney Uarket and tlie Nets York 
Money Market are tbe national markets for their conntries where the snrplns foods find 
employment, so also in this conntiy Bombay and Caleotts are the leading national 
money markets. One distingnishing feature is that the banking and financial 
operations in the Calcutta Money Market like its trade and bnsiness are solely under 
Enrol ean management. Secondly, money rates in the Bombay Market are always firmer 
than .in Caicntta. Specially in the busy season there is general diransenca between the 
two rales. The real explanation for this difference lies in the fact that jofe financing is 
done when no other crop makes demand for finance and the jute interests posseas largo 
financial lesonicee of their own; whereas cotton is financed in the midst of the bnqr 
eceson when preasure tor rice-finenm'ng slso is keenly felt. Cotton ie financed largely by 
bank credit. In Jannaty to April there is an ontfiow of funds from Calcutta to finance 
Bombay Cotton and Bnrma Bice. 
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•t the c<«pe»tive ore® «»ietieB, the Poetoffico Sae^s Banke, 
thelimmiEeeeonipaiiiee andtheStoofc BxohaiigeB which form im- 
portaot elemeate ic a highly orgaoieed money market. Immanoe 
eompanieBare inereaeing in nnmber. Beeides inveeting in debentorffl 
and dbaresofinanstrial companies they lend to the loan offices and 
mnffasil banks. They may soon become an integral part of the money 
market. 

The functions of the Money Market, 


The function of the money market is to furnidi the needed 
credit amenities for the varied sections of the community. It trans- 
ports short-term capital to the hands of those who can utilise it for 
productive purposes so that national dividend may be augmented. 

The other important function which the money market in 
Western countries performs is the supplying of efficient currency. 
By a wise and proper regulation of the same it gives relative stability 
to the purchasing power of the money unit. It is the latter function 
that has not been understood properly. Light and more light is 
needed by the Government and the people at large to realise that 
elasticity of bank currency can be produced by business and that 
the diminution of the same causes its absorption. Seasonal as well 
as local flexibility can be easily imparted to the currency system 
when bank notes and bills of exchange expand and contract with 
the needs of trade. So long as people hold obscure notions as 
regards this concept of elastic currency no real improvement of 
the banking system can take place. 


Some of its salient features. 

A dose survey of the Indian Money Market disdoses the 
following characteristic features. There is not plenty of loanable 
money in the market to satisfy all these demands.^ 


> This fact can be vnderBtood if it » borne in Bind that out of 2,600 towna onlv 40n 

towna have one bank office or a branch of a bank. There ia grosa ineonaliw ofLnp! 

S" “ V growth of banking depoaita daring the paat tm 

d^dea. Frequent changaam money ratea are atill a curae which affecta the wvorto 
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Secondly the cr^t eyetem he, not been thon,„gbIy stadied 

^eeiaheed in aU its Torions forme and msnifestaaona by 

perf^y organised mstitntionaaa in the case o( the foreign coonMes 

notably Germany and Japan. Credit is generally divided info 
long-term credit and short-term credit. Mortgage or long4erm 
credit is now nndertahen by wealthy individnale and nsoriocs money- 
lenders much to the chagrin and disadvantage of the borrowers who 
are exploited according to the urgency of their needs. Land Mortgage 
banks do not exist in all the provinces. Personal or short-term 
credit is granted on the strength of the general standing of the bor- 
rower or of the surety and it is generally available for short periods 
only. In the bigger cities this business is mainly in the hands of 
joint-stock banks. Tn the larger villages co-operative credit societies 
axe trying to meet the needs of the cultivators but to a certain extent 
the predominance of the usurious money-lender in up-country centres 
is the third factor of onr money marlmt.^ The recently passed 
money-lenders* acts in some of the provinces have not succeeded in 
undermining their importance as yet. Another feature of our money 
market is that very few systematic attempts are pursued to develop 
the money power of the country by the existing banking institutions. 
Serious attempts have not beeu made in the past to induce the people 
to forsake tbeir boarding habit and torn their locked-up funds into 
fertile channels of industry and enrich their productive fields. The 
valne of the small account has not been realised by the Indian Banks.^ 
Bank money is command over capital as Br. Mardiall would say. 
If industrial financing is to be really improved, real capital, bank 
money and currencqr ought to expand in proper proportion. Prof. 
Hayek clearly demonstrates that an elastic currency operating through 
individualistic processes increases the productive machinery of the 
country.® 


? Theagrieoltnristmon^-lendcr in pertioolar is becoming a teirible menace to onr 

iadividnal can open a banking account witb fi^e ponnda onty. Tba 
Tndhn banka stipnlate for a minimum balance of Be. 200 for opening a banking account 

banks tbey abonld be interested in tbe small aavinga account and advertise for rt excluairtijr. 

5 Sm B. A. Hajek, '* Prices and Production," Iiec* L 
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The lack of a centralised banking institution acting as a guide, 
friend and philosopher ” to all the smaller institutions and the conse- 
quent lack of concentration of reserves have been hitherto some of the 
prominent features of the Indian Money Market. The recently 
created Reserve Bank has not improved the situation as yet. Scattered 
reserves independently controlled by the indigenous bankers still 
exist. 

The existing credit system is totally lacking in elasticity. Any extra 
for seasonal currency is not met by the expansion of banking 
credit. The Indian joint-stock banks have no power of issm'ng bank- 
notes. Their capacity to create credit in other forms is limited by 
their cash holdings which they maintain against their demand obliga- 
tions. A bank’s power to create credit depencfs solely on its cash 
reserve. With the small cash balances at the disposal of our banks 
they cannot aspire to have any expansion to satisfy the increasing want 
of credit in this country. The cheque system of issuing credit has 
not developed to a great extent to amend the inelasticity of the cur- 
retiey media in unr country. So long as a central bank does not exist 
there can be no easing of the money market to any desirable extent 
during the busy season. One year’s operation of the Beserve Bank 
could convince the people that a lower bank rate, viz., 3i% could be 
made to prevail in the country. Even a three per cent, bank rate 
could be declared on account of ea^ money conditions and the 
weight of money awaiting investment.” 

Another peculiarity of the Indian monetary situation is the lack 
of dose contact or sufficient nexus between the European sections of 
the organised money market and the native bazaar section of the same. 
As the European bankers do not compete with the shroffs in the dis- 
counting of hundis of the small trader, the bazaar rate for the shroffs is 
independent. While the rates for bills *of large traders and shroffs 
follow very closely the Imperial bank hundi rate it is the small traders 
who have to pay high discount rates as they do not inspire the 
amount of confidence as regards their stability which the larger traders 
succeed in doing. Confidence and local custom generally settle the 
rates in the bazaar market for the small trader’s bills. 

It is generally 2 or 3 per cent, higher than the bank rate. Nor- 
mally the shroffs are outside the influence of the organised banking 
system of the country. An ides of the native or bazaar rate prevailing 
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10 Calcutta aud Bombay can be gained by studying the annual reports 
Of the Controller of Currency.® It need not be stated that the muffa- 
sil bazaar rates would be higher than the bazaar rates in the better 
organised money markets of Calcutta and Bombay. Even in the 
organised money market of Bombay, each bazaar has its own indivi- 
dull rate. These rates are, not adequately controlled at all times by 
the bank rate. For example the call money rate in Bombay is often at 
the same height as the bank rate daring the busy season months, i.e., 
December to March. Sometimes call money cannot be obtained at any 
rate. Again when money was tight the call money rate used to rise 
to 6i % or roughly 1 pet cent, lower than 'the Imperial Bank rate. 
Call money is usually lent without taking any security from the 
borrowers but in the past there were never many failures to repay the 


loans promptly. 7 Another anomaly in this connection is that the 
Inter-bank call money rate might be low owing to easy money condi- 
tions in the market while the Beserve Bank rate might be ruling very 
high owing to its reduced cash balances. In the past such was the 
case very often with the bank rate of the Imperial Bank.® This is 
one instance which shows that the Imperial Bank's bank rate had 
generally no control over the other rates in the market. There used 
to be a divorce between the Imperial Bank’s bank rate and the money 
rates in banking circles. Although the Covernment of India could at 
such times increase their balance by issuing currency against ad hoe 
securities it was not done as a result of its fighting shy of inflation.® 
Even though it was only the reverse process of previous deflation 
no such attempt was made. As the Government of India is no longer 
.the currency authority such relief cannot be thought of in modern 
-times of a Central Bank regime. 

One unwholesome condition of the money market used to be the 
lack of tranquillity in the money rates. So late as in 1924-26 busy 


* 6 See Appendix T, where the different money rates are arranged in a table and lessona 

are drawn from a study of oondltiona ranging orer a conrae of three yeata. 

7 See the Question of Sit P. ThakurdaB-HUton-Toung Commission. 

8 In L ttird week of November. 1928, the bank rate was raised to 6% while the 

monev rate actaally cheapened from a 96 to for ahort-term credits. 

- / It is indeed a bad practice to issue notes against " ad bos secutities or create* 

. d if h is true that the Secretary of State has prohibited this advice it should be regaide 
.fa lS^^onthepartof correney euthor^^^ 
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th, bank rata roae to 9 ,5 and rt feU to 4 after a ^ 

Inafewnwothaltagamadvanoea to aevon pa oari 

between the two rates was often as high as 8% There 
snfficiently compensating inanenoes against these lat^ 
money lates Though the msible trade balance might be aotnally m 
favour of India on account of lively export activity, yet as a result of 
the rigid inelastic credit system high bank rates prevailed Since these 
lines ivere written the Imperial Bank s bank rate has fallen to a low 


New York lo 

matron — ■ 

The following table 

gives the mudi 

needed infor 

Tear 

Calcutta 

New York 

London 

1927 

7 

H 


1928 

7 

s 

H 

1929 

7 

H 

5 

1930 

6 

2 

3 

1981 

7 

2 

8 


So arose tie famous and puzzling economic paradox of high ex 
change and high discount rate going together It is left to the 
Heserve Bank to rectify this situation All throughout its first year 
of existence it has maintained steadily the bank rate at 3i % and 
lowered it to 3 % at the beginning of the busy season The Govern- 
ment of India acted as the currency authority which was entirely 
responsible for the expansion and contraction of currency and " its 
management as some ciitics had put it was “ neither knave proof nor 
fool pioof ’ The following table shows the amount of expansion and 
contraction of currenc} 


W The currency anlhenly states that on account of good hacveata prices of agncul 
tnral products fall resulting in redundance of floating money diaeqnilibrium of pncea 
and an nndnly strained foreign exchange poiition Credit control and rationing of credic 
would have to take place at anch times Tie cnnency authority vronld have to contra! 
and raise money rates whatever might be its effect on industry and trade 

« Dr Marahall was asked to explain Ona paradox of I dian banking before the Rowler 
Oominillce on Indian Cntrency, 1899— see hw answer 11803 
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Ahsorplion of Canency since 1914. 


Average for 3 years 1014-15 io 1918-19 

1919- 20 

1920- 21 

1921- 22 

1922- 23 

1923- 24 

1924- 25 

1925- 23 

1926- 27 

1927- 23 

1928- 29 

1929- 30 

1930- 31 

1931- 82 

1932- 33 

1933- 34 

1934- 35 


(7n LoBs of Bs.) 

R=pess, 

Kc!es. 

TcUl. 

2,208 

1.672 

3,850 

2,m 

2.020 

4,029 

2,563 

590 

8,158 

1,040 

935 

111 

950 

3S7 

569 

702 

796 

1,558 

365 

251 

114 

817 

116 

701 

1,970 

840 

2,316 

875 

1,022 

647 

303 

357 

54 

2,171 

1,880 

4.051 

2.158 

1,137 

3.295 

393 

1,724 

2,117 

756 

1,483 

2,239 

8 

1,854 

1,324 

321 

32 

358 

9.94S 

2,998 

6,950 

622 

187 

435 


In the past the Government's correncj reserve did not snbsfan- 
fially aid the operating power of the banks. The cntrency reserves 
were not available for the reconscmction of credit either in the long- 
term market or short-term market to the fnllest possible extent. Its 
policy as regards the floating of loans or stabilisation of exchange was 
generally responsible for cfaange.<; in the bank rate which ought to have 
flnctnated solely according to the state of funds and their demand in 
the money naarket. The currency antborify being different from the 
credit or banking authority there was no proper co-ordination between 
the two and the lack of power on the part of the credit authority to 
control the money market made it unorganised. Of late the currency 
anlhoiiiy has been nndonbiedly floing something to provide emergency 
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cttcrenoy.ia And the policy of purchasing sterU^ ^ 

remit to the Home Treasury undoubtedly constituted sem^thing 
towards easing the money msirket. The re-introduction of thg Treasury 
Bills by the Glovernment was also for attaining^ abject. Sq 

long as the Government would continue to function as the .j^tenuy 
authority some means to inflate or deQate currency to suit the business 
requiiements are essential and free mobility^ of inonfy (ap never 
be secured in the Indian money market which ik^eujijecf to‘ seasonal 
variations without such suitable devices. Happily for the country these 
drcmp^tances have at last ^hanged. The Beserve epflti^Iling 

both the credit and currency systeius^can imprave thft8it«§lti^>P^tP;fl' 
malked extent. , - r,,-, i 

Even if the Government were not to be the controlling Qurrettoy. 
authority it would -etill hold the whip band in the money market 
though. Jt might or might not use its oojitro}ling power. The im- 
pingement of the Govemiuent financial* opemtiqns on the money 
market has not been oarefylly ptated in apyijreatise op Indian, 
bjttiking as yet. It is well khosyn that temporary strain and ease can 
be experienced at times when taxes are collected, and 'IfirgO dishniser 
ments on Government item are made. The efiTects of the flow of 
revenii6*&id ebb of payments are well known to ^halikera, 'At" such 
times it is the bounden duty of the Government to minimise "the ad^ 
verse -effects and disorganising influence of its actions on the money 
market, commerce and industry. This leadp^ng^to thq.dihpussiQ|i^pf 
the Treasury balances and their effect on the Indian money market. 
Although it is true that a Central Bap|[ -affords^ aBsolule gqarantee^or 
the' unvarying management of its treasuries under its controfling power 
and a certainty of greater economy in the use 'apd distijj^ption of" ipp 
balances throughout tbe country, still suph a poyvrful bafitog agenpy 
does not exist as yet in this conntry and the (SoVernm^Btr is con>e. 
quently forced to maintain a few trqasufps of i{gjOwn tJ parry oufeik^ 
financial operations thrdughout the country. The dreation 6f a Reseke 


«-Th,8waBthepol.cr-t|r the winter of 1927-28 end tlravernn.Jnr|upphed emef.- 
<‘6“nrt8terlinr eecuntie. end ag.„.t «d rfife secnril.e;?il iLdfide 
bills. TbiBadmiDUtnitive practice on which bo much leliance wee nl»erd i 

Controller of Onnenoy was ^ving e loan of 2} orores. ^ ^ • the 
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Bank with few branches does not however alter this situation The 
Reserve Bank’s credit policy shoold fit in with a well planned Govern- 
ment’s financial policy Government’s financial policy during times of 
depression and during times of prosperity should change in response to 
public opinion 


The Treasury Balances and the Indian Money Market 
District Treasuries and Sub-treasuries 


XJnlike the British Government which maintains no ontlj^iiig 
State Treasuries the Government of India has its funds in District 
treasunes and sub treasunes distributed up and down the countryside 
Besides these 1,359 outlying State Treasunes, the Imperial Bank of 
India acts wherever it has a local head office or branch ofiGce as the 
agent of tha Reserve Bank which is the sole treasurer of the Govern 
ment. It does a considerable amount of work on behalf of the Reserre 
Bank in the management of public funds The following table shows 
thejcash balances of the Government distributed at the Treasuries and 
the Imperial Bank ** ; — 


I« 3 t d>ts of Balonee at the Impenal 

the mosth. Bank of India 

(In Lakhs of Bs ) 


ig834» 1038^ 

1219 241 

208 228 

207 . 212 

208 198 

194 196 

206 205 

181 2W 

205 199 

194- 208 



219 280 


1934-85 


218 

206 

April 

May 

209 

June 

206 

July 

188 

August 

216 

September 

202 

October 

180 

November 

189 

December 

218 

January 

177 

February 

388 

March 

lii 

Average 


1932-33 

1933-31 

193185 

716 

1,466 

766 

744 

713 ' 

1022 

1,894 

567 

770 

1,946 

926 

778 

1,894 

878 

701 

1,888 

711 

888 

826 

611 

980 

595 

209 

710 

684 

624 

637 

.888 

725 

653 

708 

723 

782 

1,099 

790 

1285 




1,069 

287 

828 


iMvBtt- flid 'Report bfthl.DbAironefofCnn*«.cv,l837 28. p 10 See U e ^poA of the 
OonteoUer of Cntrency. IMS 84. p 68 (atafeoient XIII) ^ 
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Two Sections, , 

n»IitotheGoven.n.ent of most oftet comitries of tto 

•mofofloa.. b» to a«t«boto as ^ 

* «« tlifl Treasury balances in India and the Home iTeasmy 
wd arrange ’its prompt disbursements at both centres. Its fina.ncial 
commitments require the provision of funds oj ™ 

eternal centre. A glance at the following table shows the state.of the 
treasury balances jn England's well as m India : 


(In Lahlis of Bs.) 


Month and Tear 

In India. 

Id England. 

TCtal. 

1st April, 1922 

2,566 

899 

8,465 

81st March. 1928 

2,696 

982 

8.578 

H 192^ 

8,114 

1.040 

4,154 

M 1926 

3,174 

1,362 

i,525 

.. .. 1926 

2,616 

1,606 

4,022 

.. 19-^7 

2,788 

826 

,8,114 

„ .. 1928 

916 

761 

1,677 

Ist April, 1938 

1,459 

1,819 

2,778 

81st March, 1934 

1,189 

2,088 

8,277 

„ 1986 

1,628 

2,102 

8,725 


The Normal Course of the Treasury Balances in In^ia. 

The financial year, which commences on let April opens with an 
ample balance *' which becomes gradually depleted by the end of 
July. It becomes swollen as a result of the annual rupee loans floated 
by the Goyernment of India. As disbursements are made the outflow 

i* Par ttum racent figoras eee (be Beport'of tbe Couttolletr of Cnnency, 1988^{ p. U 
(MBtsmaatZD. ~ 
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again gi^fer than the inflow with the teanlt that the 
Trearoiy balance is rednced to lowest possible limit in November 
and December. From January tbe revenue collections begin and the 
earnings of the commercial activities of the Government also improve 
during the bu^' season and tbe treasury balance in India gradually 
•expands till tbe end o’f the official year. When the tax collections are 
made /‘Ue puhlic^eposits ’* of Ibe Beserve Bank and the Treasury 
balances expand and tfie reverse operations of paying back tbe trea- 
sury bills and ^ment of interest on public debt would release tbe 
funds and there would be an augmentation of '' private deposits *’ and 
purchasing power in the bands of the public. Tbe accumulation of 
cash balances Sn the bauds of the Beserve Bank at the last quarter of 
tte financial 5 ear when it also happens to be the busy season of the 
year tends to enable the Beserve Bank to earn huge profits and if the 
teSidency of tbe public is to issue cheques in payment of tax'bs’to'fhe 
Government it would create a shortage of credit when the ingathering 
of revenue takes place on a large scale during this period and the 
Beserve Bank would soon control the credit situation knd the money 
market at such tubes. 

Reasons for abnormal variations. 

This average sum of the cash balances in India may be distibrbed 
}f> abnormal varJaliohs occur during the course of tbe financial year. 
Some of the important causes for the variations or floctuatipns of tbe 
cadi balances in India are so well-known that any detailed mention is 
uunecessaiy. Any stoppage of the sale of Treasury ISflls 'and tmdue 
retention of the proceeds of the rupee -loans till they -are used for the 
specific purpose for which they are floated, the slackness of trade 
demand for reqiittance. which means lack of opportunities Jor remit- 
tance to the Home Treasury through 'the money market and the 
■imaKn'g'Sf'the'bbfk *df the remittances in the earlier portion of the 
fintCncial year^thhn ’it is 'usual to do, are tbe chief reasons fflr* 'the -ab- 
borfiiBJ "variations 'bf the cash balances dn India. a?he firstitwo 
'cau^stead to lag®: treasury balances in India and the •Sefiretatyof 
State’s Home Treasury may be augmented through the currency 
,«bannel. ,The-]ast^mentioned-ifieatu^e depletes the cash balances m 

ang causes an accumulation of the same in tbe Home Treasuiyt 
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Ejject on the Money Market 

The maintenance, in a modified form even, of the treaeury system 
would withdraw funds from the money market and unless a systematic 
banking use of these funds is made it is apt to increase rad aggravate 
other causes such as seasonal venations Sound monetary condi- 
tions postulate the greatest possible economy of Government balances 
lying outside the banking system A trustworthy banking agent 
should be in charge of the Treasury operations So long as pubho 
deposits at the Treasury are kept idle they are not available for 
trade purposes Hence a prompt release of these funds mlo the 
hands of the bankers is necessary to avoid high money rates in the 
money market As Mr (now Sir) Hilton-Young points out, “ It is a 
part of the good Government to avoid making credit eicarcer and dearer 
by temporary accumulation of money m the hands of the state A 
Government has no business to take out of the pocket of the taxpayer 
andheep lying idle more of their money than is absolutely necessary 
for its immediate purposes All possible measures should be taken to 
keep public deposits at all times as low as possible Care in that is 
more needed every year The busmess of Government and the number 
of the state’s activities steadily grows and with them grows the size tS. 
the revenue of the various funds with which the Governmeift has to 
deal Under these conditions without constant vigilance to prevent 
it there is some danger that an mcreasing burden may be cast upon 
theindustries of the country by the accumulation of nn mcreasmgly 
large balance of the Governments ” 


Government Measures to reduoe the strain. 

The remittance operations of the Treasury need not be referred to 
in detail It must be admitted that the Government of India has been 

K The Gorarament zeceiTes money m the diSeceat places m the intenor ^and has 
totemittheseresonicesto headgnuter cities foe expenditnxe pnrpoaes The traders have 
to make remittances to secure prodnee These requirements are dovetailed into eadi 
other Traders secure remittance orders from the Government which makes a small charsB 
for rapplying bills or telegraphic transfers through the currency chests A large amonnt rf 
mmiUances is made through this channel without any actnal movement of com See 

Tl “P”*® of-sobseqneal^ears. 

See Hilton Yonug, ' The System of National Ninance," pp -SOS and 804 



14 


PHESBNr-JDAV BAlTKlNC m INDIA 

tog its level b«t foewi^ise the beaeoiy tehee*, .tel te,p ftem 
asloweepotoe S,teel9M it tee teee the cetehtete po% to 
empower eettuneob-tteemries, to tetbdrew lotee wilhoot 
Mnctjon and the transfer Of funds was facilitated largely by the open- 
mg of currency chests alongside the sub-freasories and providing fsci. 
htics for remittance through the cnrrency cheBis.J» The opening of 
more branches of the Imperial Bank and absorbing a greater portion 
of the Treasury work has also facilitated the problem to a great ex- 
tent. Tliese efforts have tended to throw a large porticm of Ihe funds 
which accnmulate at the 1,359 outlying trea^suries back into tba hands 
of the Beserve Bank and the Imperial Bank which are in constant 
touch and contact with the money market and the Beserve Bank per- 
forms work for the Treasury practically without any charge. 


Low Cash Balances in India, 


The accumulated funds in the Treasuiy in India and the Beserve 
Bank constitute a part of the cash balances of the Oovonment of India. 
These form the Indian portion of the cash balances. In the event of 
expenditure becoming greater than the accumulated revenue, the 
Government of India has devised three steps to tide over the particular 
situation, ufe,, (1) The Beserve Bank tries to help the Government by 
granting the ways and the means advances out of its own <»sdit reser- 
voir. But two peculiar and changing features of this method have to be 
noiaced. Bitsfty, the Beserve Bank would be in a position to grant 
gnbstantial sums os its balances now are generally of a very substan- 
tial character- As it is endowed with the privilege of note-issue it can 
count upon its own working capital which consists of its paid-up 
capital, notes, reserves and deprits. Secondly, the ways and means 
programme of the Government of India is not any exact estimate of 
the requirements and the methods adopted to acquita the necesmiy 
resources to meet the expenditure. As Sir B. P. Bfaekett, the ex- 
Finance Member, points out, Our ways and means budget is intended 
to be and necessarily mast be illustrative rather than exact. The 


» ABBUfaaKteteUietaniiMance wik cf th« Treawiy by m‘1^ ft 

mutant touBfen bet^ew the two. The mobiWyof ttewBenu fseutaueed 
[leatty by this meatatu. 
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ways and means figures bring together the net results of operations of 
very varying character all over India, Burma and London. To 
a large extent these operations are either not under the control of 
the Government of India at all or only very indirectly under their, 
control. In these circumstances it is neither possible nor desirable to 
attempt to lay down a rigid ways and means programme far in ad-, 
vance. Thebnly result of so doing would necessarily be to swell our 
balances needlessly.'* Thus it is apparent that the Government’s 
policy is to avoid unduly large balances and try to meet the deficit- 
in the best possible manner thrown open to them at any particular 
time. This method of securing advances would be resorted to in case 
of sumptuous balances in the Beserve Bank. 

The sale of traa<!ury bills by tender with intermediates at fixed 
rates between the weekly tenders is another expedient borrowed from 
the British financial practice. As a temporary borrowing this methbd 
is resorted to and as soon as revenue realisations are made the 
treasury bills -are paid off on maturity. But both ways and means 
advances and treasury bills would reduce temporarily the purchasing 
power of the public if it i^ the latter thaji absorbs the treasury bills. 
If they are largely held by the 'financial houses, tike the Calcutta 
Discount Company, brokers and banks, an equivalent jimount of pur- 
chasing power is not cancelled. 


Another former expedient of increasing the Government cash 
balances in India was the practice of issuing currency notes “against 
British Treasury bills or sterling securities purchased by the Secretary^ 
of State for India and deposited in the Horae branch of the Paper 
Currency Eeserve. During 1923-34 there was an addition of twelve 


crores to the cash balances m Ind«'a according to tins method. Again 
in 19^-25, there was a similar transfer of balances from the Home 
sectfon to the Indian portion by buying 6 crores worth of B. Treasury 
lulls which were placed in the Loudon branch of the P. C. Beserve 
and cuirency notes released .into cash balances in India By re 
pprtioo of the fast, WanceB from London to Ind'm the 
^n reso^awerelwgelyaogmeoted. The Eeserve Bajk ehonld 

to the Secretary 'if' 


i“. See bis Budget speech, 1026.27. 
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So long as the independent and separate treasury system is main- 
tamed ev6n in a modified form it is incumbent on the Government to 
see that its operations do not act in any way to the disturbance of the 
money market. It has also been pursuing the policy of transferring 
Its homo balances to the Indian portion in case the latter needed 
any augmentation. Of late, it has been pursuing the policy of 
selling T. Bills with the avowed intention of levelling ont inequali- 
ties in Government revenues and disbursements throughout the year 
and save interest charges by reducing the average Government 
balance. The other indirect advantage of the sale of T. Bills also 
prompted the Government to reintroduce their sale. Improvement in 
the financial facilities of the market and the checking of seasonal 
fluctuations in the value of Government securities were the indirect 
objects aimed at by the reintroduction of the sale of the Indian T. 
Bills. Undue piling up of Government balances must always be 
avoided by paying out the same immediately. This is what the Central 
Banks of other countries do in the matter of their T. Balances^ 


Some Peculiar Features of theH. Treasury. 

The Home Treasury has certain peculiar features of its own 
which would have to be noticed in any analytical study o^the Govern- 
ment Treasury operations on the money market; The first pecnhar 
feature is that there is no rise and fall as in the case of the treasury 
Balances in India. Secondly, it earns interest and, as the Hilton- 
Young Commission admits, ** unduly large accumulation of funds 
were made in London as they could be remuneratively employed- in 
the London Money Market,” The third peculiar feature is that 
there can be no transfer of heavy balances in India which gather in 
January to April to the Home treasury as the busy season in theinoney 
market coincides with the period of gathering heavy 'revenue realisa- 
tions. Belief to the M. Market is essential and so a portion of heay 
balances in the Home Treasury can be transferred to India m 
October, November and Uecember. We have already seen bow th» 
is accomplished by purchase of B. T. BiUs or sterling securities and 

M Sc® the Bopott.of,the BUtpn-Yonng eommuMon, p 46, pain. US. 
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placing the same in the P 0 
currency notes against the same 


Eeserve in London and 
to the cash balances in India 


releasing 


The Neeesstty of the Home Treasury. 

The necessity for accumulating the Home Treasury in London le 
primarily to arrange for the disbursements to be made m the United 
Kingdom on behalf of the Government of India Annually about £35 to 
60 millions would be required for the needs of the administration under 
this beading Eemittance of this sum has to be done without disturb- 
ing the money and exchange markets If the T balances in India are 
slender it precludes the possibility of remittance on a large scale and 
the Home Treasury would be lean or slender The Secretary of State 
for India can fall back upon sterling borrowing to secure the needs of 
the administration But if treasury balances are heavy m India part 
of the same can be remitted to London with the result that the H. 
Treasury would have sumptuous balances Again when the whole of 
the capital requirements are secured by floating rupee loans the Home 
Treasury balance would be lower than when a part of it le being 
secured by floating sterling loans 


Remittances to the Home Treasury 

The problem of annually remitting such large funds on behalf of 
the Government of India would have assnmed grave consequences to 
the Indian money market but for the fact that there is a heavy counter 
demand for remittance from England to India Whenever trade 
demand for remittance is keen the Government remittance becomes 
the only important cover available to bankers during the days of busy 
export trade and when private remittance is anaemic the bankers fall 
back upon Government remittance As this is the present tendency 
underlying Government remittance it is impossible to forecast the dates 
and amount when the remittances would be made Sir James 

*• only for the augmentation of the Home Treaanry so as to enable it to meet 

the needs of the administration that remittancee are uaually seat but they a-e required 
ra behalf of the home branch of the P C Beserve which was formorly opened in 1905. 
also Act No XX of 1933 for the composition of the metallie reaerve of the Government 

Paper Carreni^ Both gold as well as etbrliag Becoritiea can be held in Lottdpta, 

3 
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Brunyate wisely remarks that any such forecastiuff rean.rp« « * , 

the statistician’s gift of estimating but that of prophecy woddlbe 
«qmted to fls tho 6 .Z 0 of the Home Tteesory beleoe. > K 

Im 7 ?. “™‘“e -teteet tanpled 

hem to POMO this proeedore but unfortouetely ,1 only teiried 
o the roMiog of the Indian bank rates to a high level nhieh eonid 
ha^e been avoided to a certain degree Heavy Home balances may 
be a source of comfort in days of weakening exchange and can be 
reckoned as a prop to weakening exchange But its effect on the 
Indian money market has already been related 


Prtsf lit Jay problems of low cash balances 

The low treasury balances m India mean low cash balances of 
tho llcscrve Bank Sumptuous cash balances of the Government mean 
fat balances for tho Beservo Bank at the same time Again when the 
money docs not return promptly from the up country centres and a 
hold-up takes place tho cash balances of the Beserve Bank would be 
very low If such low cash balances were the chief features at the 
beginning of the season (December to March) as it was the case m 1928 
it meant resort to tho Controller of Currency for F C Notes against 
hundiB Tho peak months of the busy season are December, January, 
February, March and April If the demand for the marketing of jute, 
rice, wheat, cotton, tea, hides and skins and the spring crops of north 
India were to be keen, the chief feature would be high money rates 
They may be raised early in the month of December Formerly 
internal bills were placed m the Ctontroller’s hands to secure emergency 
currency Although a high bank rate might prevail the market rates 
may be made easy if the Government or its agent the Beserve Bank 
purchases sterling and maintains the floating supply of credit Money 
conditions may continue to be tight during the busy season but there 
would be no acute stringency for the repayment of treasury bills would 
ease the market situation to a great extent Bediscountmg at the 
hands of the Beserve Bank would ease the sitnation greatly 

But if the demand for financing the movement of crops were to 
cause no heavy pressure on the Beserve Bank it spells stagnation of 
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trade. Actmty and profits from the commercial activities of the 
Government would fall to a low level. Railway finance would he the 
chief sufferer. The total revenue realisation of the Government would 
be smaller. As only one-third of the budgeted requirements of the 
Secretary of State is generally secured during the slack season by 
purchase of sterling in India the remainder cannot be secured easily ; 
in which case resort to temporary sterling borrowing would be 
inevitable. If very low cash balances were to be the chief feature the 
remittance programme cannot be completed as it would be dangerous 
to purchase sterling on a free scale with depleted cash balances in 
India. It is unnecessary to carry this analysis further but sufficient 
indication of .tb^ underlying complications in the subjectt which is 
discussed so much and understood so little, has been made. 

Such consequences would be repeated every year so long as there are 
low cash balances in the hands of the Reserve Bank at the beginning 
of the busy season. It is high time to cure this inelasticity of currency 
and credit daring the busy season. Seasonal variations cannot be 
adequately provided for without an efficient Central Bank of Issue 
consciously managing the currency system in the wider interests of the 
country. This is the way in which the Dominions of the British 
Empire have solved their emergency currency problems arising out of 
seasonal variations for currency. 


Goncluding remaThs showing the necessity of reorganising 
the Banking system. 

The maintenance of low non-bankable cash balances in rmlia is a 
desirable end by itself. This can only be achieved by exact estimating 
in India aud at Home and there should be close correspondence between 
tie aotnaU and the estimates. Unaer-estimales of exponaitatee wonia 
have to beavoMea. Otherwise, ooaesigoeaiy high balaooes wooia 
acsomolate. If kept in &e banas of the banker it wonia at least 
Moaone to a certain extent the evU elfects of nnaesigneaiy high 
taUnM. A bahincea bnaget wBl not certainly introanco great 
aistarbancos in any aireclion in the money market. Temporarv 
au^^ments when the in-take ana ont-go of Oovemment reTennee 
made would not seriously affect the money market. 
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Agoia » fon bKilrmg ase of lie treaBa.y balaac® thooH bo moae. 

m croons of oOoafralBaak of tae ™old oadoobteai, s.a.plifj 

ftoffi ^bloms and tho duty of tho Ceabal Bank woald be to n.aL.e 
the whole of the treaaoi? woii of the Gorerameat of ladia. lie 
pobleai ofaay aaiateaded aoiploa has to be dealt with to the feet 
instance. It is unwise to make use of this as the basis for the 
superstrucfure of credit, for any realisation of the same would be 
impossible in the near future and trade cannot be made to depend 
upon this unexpected source which may be cut off at any time. The 
remittance lanction would undoubtedly be handed over to the Reserve 
Bank and the provision of the Secretary of State’s requirements 
according to periodical forecasts supplied beforehand to the Reserve 
Bank is to be left purely to the discretion of the Reserve Bank. 
Previously when remittance was made through the currency reserve 
when it could be made through the Treasury balance it produced 
inflation and a corresponding deflation had ultimately to be made. 
It is only a Central Bank of Issne with a vast reservoir of credit that 
can make the Treasury actnally independent of the money market and 
rescue the Treasury in periods of emergency. It is a Central Bank of 
Issue alone that can cope with the exacting requirements of a Govern- 
ment which keeps small balances and carries on enormous number of 
banking transactions.^* We earnestly hope that the Beserve Bank 
of Jjttdia would co-operate with the Treasury at all times and seasons 
of the year. 

Another pecnliarity of the Indian foreign exchange market is that 
it is greatly susceptible to inflnmices ai^g out of capital movements/ 
i.e., the inflow of foreign capital into the country. The supply of 
investible funds in the internal capital market within the country 
would reduce the interaction of the international investment market 
on the foreign exchange market of this country. There is a great 
demand for the investible savings in the country and the supply 

n The Govemment act only «f use j to pay e charge bat opects coii4ncling in«eB«ing 

finajKS«l<®etati«ffla with smaUerbalBnceathaa before vdame'of Treaaary opetf- 

tiwa was small sa comparison. The same is the csss with most of ibe States. So tbs 

piobfcmoficlatibnabfpbettreen the state aad the maney market ia 

•• txoablesoae oae" quite- as Iwableaome ea the relationship between the state and 

Burgess, " The Beserre Bsahs and the Mon^ Slarket.” p. 92. 
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UDDot be easily adjusted to suit tbe demand Inasmuch as the 

supply of savings cannot be immediately increased 

attractive yield is offered the demand factor has to be regulated, bu 

,n the absence of issuing houses specialising in underwriting business 

the regulating of the demand cannot be done effectively Both the 
Foreign Exchange Market and tbe Investment Market are alike 
imperfect as a result of the loosely organised money market, absence 
of rediscounting feature and lack of 0. Banking policy It is for this 
reason the writer has suggested the formation of a National Board 
of Investment to regulate demand as well as supply of investible 
savings on the part of the community Excessive speculation is a 
danger in the investment market which requires prompt control 
Speculation in stocks and shares is a great danger to credit stability 
and It should be one of the duties of the Beserve Bank to check 
speculation in the investment market It is folly to sit quietly without 
perfecting the internal capital market on the plea that its perfection 
would only mean organisation of British investment 

But the main pomt is that with the present undeveloped money 
markets that are existmg now we cannot hope to regulate credit m 
such a wav as to correct the tendencies in tbe foreign exchange 
oiarkets As a variable gold standard system is to be ushered in under 
the management of a G B of Issue the real causes for the adverse 


movements of foreign exchange or the underlying motives for specula- 
tion on stock market should be studied Lest these culmidate in a 
draining away of gold from the country the Reserve Bank must be 
in a position to make such movement as not only tend to prevent 
the loss of gold but counteract effectively the underlying causes 
initiating the adverse movements in tbe foreign exchange and the 
investment markets India’s balance of payments is becoming attenu- 
ated slowly as a result of the doctrine of national economic self- 
sufficiency being pursued by the other countries As gold exports 
cannot take place for all times to come, the annual foreign obligations 
of this country would have to be curtailed greatly The development 
of the internal capital market would reduce the interest payments we 
have to make annually Trade pacts to extend the export trade of 
the country would have to be concluded It is the duty of the 

Reserve Bank to keep a proper watch on the different items of the 
balance of payments 
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IN INDtA 


• Indians vast size 

It IS qnite natural that the sena i “ *8 » vast suh conhneni 

toes ra the Z^tXrr:rlT'’^°^ 

Onglnally adopted hj Mr M p Gauntly °p ^ ^e'toing table 
to «purt to the Vr wllfl”! “ 

each curren.7 rarole ss“ ^ “ 



B CompaiB tie table mth Dr Ambedfcar'a table giTrn jn bis ‘ Problem of the Bnpee ” 
p 60 Both the tables agree so far as Bangoon and Uadras ardes are concerned Dr 
Ambedkar estimates 4 months— Aognst to November — as the bn^ season in Csleotts 
Coming to Western India be is of opinion that the bn^ season is from November to March 
nngmg over a penod of six months So far as Cavrapore is concerned be estimates the 
bn^ season to extend over 6 months only, September to November and Pebmaiy to April 
Bmally the bn^ season m Lahore extends to 9 months, from Jannaiy to June and October 
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General eharacterisiios 0/ the busy season. 

The mein ehetaetetiefe of the busy eeeeon ie the tightnees of 
Ihe money merket, for the outflow of money ie ^ter then the 
inflow There is brisk flemenfl for money end diTersion of fnnds 
from ae money market for the flnenoing of the movement of enport 
staples, each as jute, cotton, seeds, wheat, rice and the spring crops 
of liahore and Oawnpore. Roughly sixty per hent. of these crops are 
meant for export. The jute season commences early in August and 
money returns back to the port centres in December. The cotton 
exports have to be financed from October to February and the call for 
financing the rice crop comes during December to March and last 
comes the call for financing wheat, oil-seeds and the spring crops of 
North India. A late jute crop and an early cotton crop or a heavy 
demand for these Indian products or too frequent transactions in them 
or a high price of these products would lead to a heavy demand for 
currency,®* either in the shape of cash or currency notes for moving 
the crops from the up-country to the port centres. Hence there are 
low cash reserves and stringent conditions prevail in the money 
market. The Imperial Bank of India in order to protect its own cash 
reserve used to raise the bank rate to a high level. It is not this 
harvest demand alone that constitutes the main demand for currency. 
There is the marriage season at whiidi period also there is heavy 
demand for currency.®^ The mid-summer indolence usually gives 


^ See U. ir. Gvbbay’e eWdeace before the Babiogton-Smith Committee, Volume H, 
p.86. See also the aonual rqurts of tbe Controller of Cnnenqy vbich give the readeiB 
an idea of tbe cuneaqr needed for financing the chief export ataples. 

« Stringency in tbe Indian Money Market might aometimea be due to -want of confi- 
dence in exchange, pteoarionaneas of credit and consequent withdrawal of native capital 
from cironlahon in the bazaar. As these are abnormal features occurring now and then 
they cannot be considered normal features of the bnay season of the conntiy. Stringency 
may be due either to sudden and heavy demands arising in abnormal times as war, plague 
or famine when the normal capital supplies would be found insufficient. Again it may be 
due to sudden contraction of normal capital supplies while demand happens to remain 
India that both demand and supply va.y veiy 
grea^. Fluctuations in money rates would be greater in this country than anywhere else. 
Indian banfa cannot h<^ to control all the difierent conditions. They cannot hope to 
remain so steady as those of the western countries where reasons for the credit strain or 
disturbance can be foreseen and prevented by timely action. 
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Pto to aboondmg vitality of Waoma activity. Baotor, do oot «, 
yawmng behind theit desks ss they do m the moii««„ months 

Lruv in'il h 

activity in the busy season 


General features of the slack season 

Tn the slack season there are plethoric credits, large cash reserves, 
huge floating balances and low money rates Short-term money tends 
to become an “unusable drug in the market” as the Exchange 
Banks put it Although this is an exaggeration there is alwa)8\ 
super-abundance of short credits Investment m bullion and Govern 
ment securities preponderates during this season and the purchase of 
imports is also undertaken The Exchange Banks not finding it 
possible to lend even at Sj % generally undertake exchange opera- 
tions, i e , buy gold exchange ready and sell forward gold exchange 
so as to bring it back in time for the ensuing busy season The three 
summer months during the year constitute the period of the slack 
season and as they are the monsoon months weather conditions restrict 
the activity of the people in all directions and there is ® enforced 
leisure The demand for currency falls to a minimum during these 
three months As Sir Basil Blackett points out “ monsoon 
increases the wideness of the margin between the amonnt of currency 
and credit required wheu activity is at its maximum and the 
amount required when the activity is at its minimum during the year 
Hence it is absolutely inevitable that money should be cheap 
during the summer months in India which constitute the slack 
season. During that period money diould be kept liquid m order 


ss Again another important feature le the abnormal need for oaah or onrrenoy m thn 
coaotry In tbe western coantnes cheqnes and credit lastramsnts are used largely for 
tranaackione m foreign trade, aeoanty transactions and freight movements It is « y 
for wage payments and family expenditure that hand to hand onrrenqr la demanded The 
lack of detailedfignresof a Central Bank of Issue would not enable the stndent ^ 

being to follow L weekly currency movement and nothing hevond fade genemlisdon 
SB regards the size of the cnminoy operatiouB are offmud even m thecase of the annual 

Bank of India, July 21, 1924 
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that It may be available for use during fte winter and s^ng »» 
These are the peaks and valleys of uredit oooaeioned by tbe character 

of business of this country « and to these fortunes and fluctuations 
of the money market most be added those produced chiefly by the 
financial operations of the Treasury The great fluctuations in the 
volume of Government deposits and the heavy remittances to London, 
the inflow of funds on account of Government payments for re 
demption of their Treasury bills or the repayment of the -ways and^ 
means advances to the Reserve BanTc. have their effect on the internal 
cred t situation in this country tOio rigidity of the credit system 
leads to heavy and penalising rates that are imposed on frasinessmen 
and the agriculturist suffers because he has to sell at a time when 
a tight money market depresses prices The agriculturists and the 
buyers of imported commodities have to buy their supplies when 
easy money conditions tend to raise prices The bankers feel 
the burden of great financial anxiety when they begin to tie up 
their resonrces in the dack season in purchase of Government bonds 
and are always haunted by the mght-mare of possible depreciation c/f 
capital Stabilising the money market consists in the elimination 
of these baneful characteristics 


v Of lato tfao maohinary forcoatnictiag carrejK^iD May and Juoeu Bystematieally 
pat into opotatiQn The fall in axpatta and the ntacn of xopeei fcoto droolatioo ‘point out 
tbe cedundant nature of curranoy Tha P 0 Beaerra is ntilised lor tbeso c^aratiooi. 
Tr^nsfar to the Homa Tirasiiry of the Secretary of State of ateiling aeennties, Tntbdwv]^ 
of the ropeo aacontiea ftoin the F 0 Beaerre aol the repaying of loane byjhe Umperial 
Bank to the Controller of Currency would lead to coot acUon of paper cnrrenoy and during 
1937-39 the P 0 Beaerre was (boa operated upon to bring about the desired contrhellifti 
from 18i croiea to 171 croree at the end of hlay 

B The moat noticeable thing during taceal yean is the absence of ^he eeasonal bnlge 
of the exports This is doe to tbe parjhaiing tactics of thaoreneii boyets and the 
staying capaidty on the part of tha proinsen to oaity orar the ptodoee to* 
a longer perio 1 in anticipation of better pnoei Thoss fetors are tending to flutigate 
the downward torrent of expo ts from up countiy into port centres daring (be jbaay jnaso n 
alone. They ara bei g expirted now in slowly mov ng driblets all throng W the year Thi a 
partly explsina why the bank rule tends to be high even in the so-called slack 

*• The pc sent Govemment policy is to oaose tbe minimnm ineonrettience to flie Indian 
money market Although Treaeniy bdla are to be floated in the money maibpt pa attoinpt is 
to be made at the same time to release the money tbrongh parchase of sterling if tightness of 
the money position were to onsno as a resolt of Uis aalaoftheT Bills. The oeonomning of 
the Goyerpment Tmasnry balances is also a noteworthy feature of Oovarqiaent'a caent 
flnaneiBl poln^ 

4 
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Some Noticeable Features of Banking Practice. 

,, Before indicating any method for improving the money market 
some of the general differences between banking practice in India 
and that of other countries must be pointed out. An understanding 
of ae^ features is absoJutely essential for true wisdom consists in 
successfully adapting these features so that an improved banking system 
can be created in this country. We resemble the United States 'of.' 
America in having widely differing regions whose special necessi^es 
have been recognised in the formation of a Central Banking institn-, 
tion ^ for the country. As in the United States of America, so also 
here, the regional o&Sces and branches of our Central Bank can be 
made to help each other in case of need. When additional money 
is nei^ed in the jute area the Bengal nfSce or branch can send bills 
to the Madras office or branch for rediscounting or when the cotton 
crop has to be moved in the South bills can be sent to the North 
Indian office or branch for rediscounting. Cash can thus be liberated 
for helping the sister offices and branches. A decentralised Centid 
Hank plan on the model of the Federal Keserve System of America 
would enable this to be done more efficiently than a single Central 
Bank with no regional offices and Local Boards in the interior of 
.this vast sub'Continent. It is a matter of gratification to the author 
ihat. the above advice which has been offered long ago has been 
-accepted in the' formation of the Beserve Back’s constitution. 

:'In the European countries they have a Central Bank wjth 
hrahches in the different centres. In India we have very few big 
banks covering the whole country with a network of branches. The 

S. A. reseihbles this country in this matter but it is more fortunate 
in' having a very large number of small independent unit or local 
banka not scattered in squads but marshalled in armies under the 
- fradership of the F. R. Board whose democratic organisation enables 
its Operations to be dedicated solely for public service. Both the Acts 
of 1933 and 1935 have strengthened the credit controlling powers of 
the P. E. Board of America. Indian people do not make wide use 

» TbeioTf and movement of cash in Indie » elso slower thin in the osse of otiier 
.poiuitriM. .Hence commerce end trade need more cash basic ia this coantry than eoywham 
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Of cheques and bills of exchange in the matter of domestie miw- 
menls of gotfds as people of America or England generally do. In 

this respect we resemble Germany and France though of course th^ 

use of credit instruments 13 much greater than ours.^i Consequently. 

there is no bill market nor is there the habit of rediscounting on the? 
part of Jt St banks India is the only big commercial country^ 
where amateurs are allowed to conduct banking business vn- 

punity It IS not traders and industrial concerns alone that carry on, 
bankmg but the European firms, shop-keepers and private individuals 
carry on deposit— attracting busmess offering to pay very high rates of 
interest Commerce, trading and industrial management are not 
compatible with successful banking The Government have not 
cared to check the various practices by refusing to permit outsiders 
to deal with legitimate commercial banking business Viewed from 
this standpomt banking can be defined in this country as the giving 
of monetary credits 

The Indian Jt St banks generally undertake commercial 
banking business of a very conservative character Investment bank- 
mg 18 generallv also taken up along with commercial bankmg by the 
European continental banks In England and America thbre are 
special agencies for underwriting Foreign Exchange busmOsh is a 
mote important part of the business of the European Banks than 
indigenous joint stock banks Herein our conditions approximate 
more to those of the National Banks of U S A which prior to the 
recent war, conducted purely domestic banking business alone. We 
have copied the Scotch system of cash credit to a certain extent and 


« Till 1920 there wee no Oleonng Hon» an Franca The Chamber da Oompeneation 
traa organised in Pans in 1920 Oepoait banking la in its infancy and payments an by 
btlla of exchange whict are drawn for very small amtmnta and the bills ire genefally made 
payable not at the bankers’ but at the scceptor’a house Tn 1914 d^osits jn twebw 
leadmg French banks induding the Bank of France amoonted to epprozimately 6 000<inillfon8 
frs|^ White tte circnlation of notes, gold end silver amonnled to approximately ia.ftK) 
r ^160 and bank d^sita to 

lud t. mm™. Lb „ UA 
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coMfeiesj In Amencar the tendency is to base each Joan on a deflate 
fh ^ 

Based on- the general credit of the borrowers and the cash advance 
.account predominates. Even, the indigenous bankers finance trade 
largely by the book credit system. Here again we do not seem to 
.be following the recent tendency of the American Banka which insist 
.on the creation of. a large number of. negotiable instruments that can 

be rediscounted at tte Central Bank. Unless this practice is dianged 
in ouE countcy rediscounting at the bands of the Central Bank would 
be an impossible feature. Nor will the acceptance market develop 
in- this country so long as the cash credit account is considered bene- 
ficial to banks as well as borrowers. 


Is ihete no auioftomouls money maihet in Indio ? 

Some critics contend that a‘ thoroughly organised money market 
does- not exist anywhere in India. There is no autonomy of 
the Itidiad' money market. The upholders of this view point 
out that'tbe-Indian money market’s dependence for foods is andoabt- 
edly a pctiof* of-its snbordination.’^ Isolation) absence of specialisstion 
and- differentiation of function still mark onr financial oiganism but 
like tbe human organism itself the financisl organism attains its 
.perfection' while* passing through evolutionary stages. The Indian 
mnney market- has- necessarily to pass thorongh these periods of 
transformation before it can finally 'evolve as a perfected and thorou^* 
]y brganised institution. 


. M Xtmnt however- lb wmembered ' that Loadoo'b fte-wVi-M‘«finSh&»l<Bnne»nd 

■wtiirSMewler'af tha-vewrid'in xegidating credit end is absat-to xe-esfsbibh' het old’se^pfiffs^ 
in this Th» predominance of the London Money Maihet aa the Wbrld’s JamreWrtif 

dlTJhieSy-diwtotbe-andetwriting basineae undertabBO by the British iii?o*fineBfc 
gacr hTrr» I-**" ’ """tintss undertaken, the underwriting binfness ofindosfrial coiftpuiWi 
Br rehmldlBg hef great eoonomic etrensrth Great Britain it adding to her net fteeign holdii^ 
Tfane it alto the iMumpiion of » f» J goM • market. Tha continued division of Isbonr f■•tM 

Wghlr nsrimt. tlb regiWng of her old cnsttmsiy oiftimel. of 

inirat free banking as in the pre-war days have enabled London to legem Iftr loiS 
■’nffiS^aU^money msikete wtow operstione are clowiy idtertwined with here. 
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Stages m the evoMionaty development of tim money market 

OJhe first and iticipient stage m the evolution o( the money 
mirket 18 the colleetion of the credit material It has to he aggre 
gdted into huge masses by the great banks, the savings banks and 
the co^jperative credit societieb The Insurance Companies have 
to play the part of subordinate adjuncts and trustworthy lieutenants 
id the process of accumulating money Money should be tempted 
out of the small dormant hoards andthrust into useful activities The 
supply of capital should be increased and adjusted to the demand 
It shodld bd made mobile and frmtful This is the duty of our 
bankt add they should try to equalise supply to demand They should 
avUid plethbra of money at orte time or a modicum at another 
They should dnable the businessmen to make plans years ahead with 
bvery dssubance that they can continue their financial operations 
VntBoilt bemg penalised by high money rates 

The next stage m the evolution of the financial organism is 
reached “ when (here is a cionscious directing of functions and proper 
co-ordmation of them It becomes conscious of itself, aware of its own 
existence , tries to protect itself and to guide and control its own 
future It IS m this intermediate stage, an era of expenmentatiou, 
that mistakes, miscalcnlatibns, reverses and misjnflgmbUts may be 
committed and the financial organism may be put to a trial now ahd 
then but on the whole it endeavours to correct itself and advance on 
the nght path and produce the machinery needed for Serving the 
pubhc need ” Then only can the finanmal organism OvolVd as a 
perfect and thoroughly organised whole with proper correlation, inter- 
connection and due juxtaposition of tber several elehieiitk to eadh 


» tfotf Safe Isdtmiwe CompameB Jibvb siuen in tluB conntiy Istely Many more 
^haw to be created so as to stop the great oaf Sow of profits which amount roughly to 10 t^ma 
^>f npeea per annnm, which foreign banks and insnrsnoe compenieB have bbeh nolieing in 
tbu country. It would indeed aid the industrial financial system of our country to a great 
rttafit. It must be pointed out m (bie oonneotioa that some of the Ezcbaage Banks 
nets between the Hurepeanl, I Oo-npanies and the I L Compeniea and refnse to accept 
tbepoliciee of the letter as good eecurity Unless more life insurance oompamee arise and 
^I***^! .“T "““f tb. uanatn.! « th. 

largely m Railway companies and immovable properly as land mortgage 
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other." »» The early money market of New Tork wa only an 
amorphous elrnctnre-oet ofwhfch ha« crystaliisaj the rarioa, 
mstitnhonseastiDg at the present time. Each developed in tam as 
the demand for that type aim®. The investment market, the com 
meroial paper market and the foreign erchange market arose in ibis 
manner. The call loan market was later on developed to meet the 
demand for stock-eschange borrowing. “ The evolnfcion of the 
market,** says M. G. Myers, -has followed the law of evolation 
in general and has been marked by continnous differentiation of 
fa notion.*’ 

According to this theory of evolation the lodisn money market is 
slowly passing through the first stage. There is accnmnlafion of 
credit material going on. More banks should arise to mobilise oar 
money power. The various sabordinate adjuncts have to perform 
their mission faithfully and efficiently. The advent of sperialisation 
and the differentiation of fnnctions among the component members of 
the money market are noticeable to a certain extent but as yet no 
signs of calculated co-ordination are visible. 


The stabilisation of the money market. 

This catalogue of miscellaneous imperfections and defects of the 
money market might carry conviction that the banking system and 
the money market are honeycombed with imperfections and need 
improvement in detail. Even the Foreign Banking Experts testify to 
the truth of the above statement. Systematic attempts should be made 
to reconstruct the money, foreign exchange and investment market 
in the way outlined in the succeeding chapters. A well-organised 
system of finance would have to be built up. The oppressive influenne 
and iuOTbus of the money-lenders must be eliminated.- The credit 
system should be thoroughly organised. Credit has to be made cheap 

not fecUe. The pnrelynfe of *l>« 

of the eristing banking inaHtationa haa to be reohfirf. 
ABrideaofereait. ofe.. long-term, 

both for agricnltnie mi induatrieB, shonM be apecia^ by to 
2S Dr. B. Potrell,. " The Broliation of the Money Mtoket” 
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existing banks. The habit of thrift must be encouraged. The folly 
of improvidence should be checkmated. The various sections of the 
people have to be devoted to the study of the credit situation in our 
country. Cheap and easy credit ought to enable the agriculturists - 
to become prosperous. As Sir Daniel Hamilton says “the present 
vicious system of finance by the money-lender sterilisea the beneficent 
work of the Government.” Beal, legitimate and productive credit 
should bo created to ensure success in commerce, agriculture and 


ifidustry. 

Many more banks can be started without any detriment to the 
existing ones. The present ioint-stock banks are of great value so 
long as they have plenty of resources and are ably and skilfully 
managed. The co-operative bank is an essential requisite for every 
village and more of these wonder-working institutions should be 
created. Other types of banks whicdi provide cheap and effective 
credit have to be started and they vrill find their due place in a fully 
organised credit system of our country. Their operations for a few 
years will enable them to consolidate their business and there will be 
a shaking-down into their clear-cut functional activities of the 
different kinds of financial institutions with which India may- be 
blessed in the near future. 

The saving energy of our people should be stimulated and directed 
into a broad stream of national finance. The extension of banking 
facilities, and the stock-exchange and investing agencies of various 
orders, coupled with the ever-increasing publicity of the press and 
telegraphic facilities for communication of news and transfer of 
payments would increase the little driblets of savings and turn them 
into a broad and navigable stream of finance which has to be carefully 
distributed over all parts of the country with increasing rapidity and 
accuracy of judgment. Our investors should send solid and concrete 
capital to tap every corner of our country to find natural resources for 
profitable exploitation. It is their bounden duty to alter the financial 

status of our country from an international debtor country into that of 

an international creditor country. 

The main function of our credit institutions is to stimulate and 

collect the savings of the people, caU forth habits of thrift, economy. 
Mdptodence, guide their outUy into produoKve channels and stimu- 
late productive activity of the people. Unless a wisely.piannea bsuking 
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8yatem exi8t8.developing the money pomr of our country politi«ai 
or eocial reform will be.ofx,o avail. Sir Daniel Hamilton orrery 
prophesies that “without a banking eystera which wHl develop (the 

money power of the country the reform sidieme or any scheine 
becomes a dead letter and the new legislative council a farce.” The 
development.of the banking system is something which is incumbent 

upon us all as citizens of this country and it would be a patriotic .act 
if we all registered a vow to enUghten ourselves fully upon our duties 
as citizens in respect of our understanding of the financial matters pf 
the .country. 

A banker is not a mere .parasite on the real owners and producers 
of a country. It is not the business of the banker to augment the 
capital of the country.®® The Indian bankers' sole duty js to 
stimulate private savings and its investment in interest-bearing secu- 
rities iustead of the present barren type of locking up nawh in gold or 
ornameQts. The banks have to create interest even in foreign secu- 
rities. It is this movement tliat is going on in the Cnited .States pf . 
America as a result of which the Government bonds of the South 
American republics and European countries are sold in the investment 
market. Even industrial securities like those of the De Beer^ consoli- 
dated Mines are also absorbed by the American investors. German 
bankers .similarly created this taste in the German public with the 
result that the pre-war German investments were to be found in 
Spain, Switzerland, Jtaly, the United States of America and South 
Africa. Even securities of oriental origin were bought eagerly by the 
German investors. Opportunities arose several times to reduce 
India's foreign obligations but these were not availed . of. During the 
past five years the Government of India have purchased £50 mil. in 
excess of normal requirements but even these were not utilised to 

reduce India’s foreign obligations. Instead of this they have floated 

additional loans of about £10 mil. net on an annual average during *be 

pa st four years. , . ■„ c 

An improved credit system can solve some of the pprrepcy ills of 

our coontr,. Tbe mnoh needed eleetieit, iB oof commoy »» 

. Bmilb M. •• a»* «■» ‘“"I”' “ ’■ *° 

by McOnllooih, p. 267. 
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be obtained. When once the issuing of notes is handed - over to the 
Central Bank the note-issue will enlarge for more facilities for their 
encashment will be provided. Banking extension makes for economy 
in metallic reserves in so far as they are needed for domestic exchange. 
The highest currency ideal is to circulate a paper- token instead of 
full-value metallic coins and the best way of approaching this ideal 
is to circulate bank notes. A widespread banking system would be an 
effective counterpoise to the hoarding tendency or unwise locking 
up of savings in the shape of gold or silver ornaments. 


The intelligent guidance of the Central Bank. 

The creation of the Beserve Bank would undoubtedly give a new 
turn to the banking wheel and perfect the organisation of the Indian 
Money Market under its intelligent direction. This concentration in 
a single hand of the functions of the currency authority and credit- 
controlling duties of the G.B. of Issue would render it possible to 
undertake more vigorous steps for the perfection of the Indian 
cuirency and credit system. The control of credit should be so 
exercised that seasonal disturbances of currency due to the need 
lifting and moving the crops are not tending to produce disturbances 
in credit. Tbe currency law must make adequate provision for due 
seasonal expansion of credit currency at such times and- the Central 
Bank by virtue of its surplus reserve should always be in a position 
to satisfy the extra demands for credit. 

Inaugurating a new era of closer co-operation and greater cohe- 
sion among the different banking institutions of our country and 
arriving at a common understanding of their mutual aims and better 
realisation of their interests it should b^ing about unity where hitherto 
discord and jealousy have reigned triumphant. With the cessation 
of unfair and cut-throat competition among the differenJi . backing 
institutions of our country a glorious future awaits all our productiy? 

industries and tbe banks themselves are bound to reap their qwn ^arq. 
of profit. As they sow, so will they reap. .The Eese^e Bank itself . 
Aould favour a continuous policy. With a broad basis of ad^rristii- ' 
tion it should attempt to secure better co-ordinated domestjq service 
6 
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on the part Of the reorganised banking system Mobilised reserves 
a UDiged system, common control and co ordinated banking policy 
ought to be the primary aim of the banking reformer These have 

to be secured to a great extent without at the same time making the 

banking system a Government affair as it has been the case in 
the U S A 
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A Cbktral Bake o? Issije 
{Bkiorical and Theoretical.) 

'The necessity for a CentmlBank-Tbe example rf other conntries. ImpossibiSty of 
deMmmenaalismg the Imperial Bank-Tie oi:gaiusBiion of the a B. of Israe-Tbe wnrlirg 
ino3el of the Bank-Tie work of tie C. Baak-TLe ptacHcal diSeoItjea in tie path of lie 
near C. B. of Issue— Tie fnlow of tie C. Bank of Issoe. 

The history of Indian Banking from the year 1807 has been that 
of a long vnsaccessfal straggle for an eflScient Central Bank. “When in 
1^28 Sir Basil Blackett took np earnebtly the task of adapting the 
Tecommendations of the Cmrency Commission to the needs and exi- 
gencies of the sitnation in India it seemed as tbongh we were nearer 
the goal than in the last centnry or at any snbseqnent period. Un- 
fortunately the joint opposition of Enropean interests * and Indian 
businessmen and politicians led info one deadlock after another and 
in utter despair the scheme was given np on the understanding that 
"India could wait for her Central Bank." 

The example of other countnes. 

It is worthwhile to consider the decentralised banking system which 
presumably is the ideal in the minds of the critics of the Reserve 
Bank. Canada is not much the worse for the want of a Cental Bank 
and the thorough organisation of a money market. Although the 
recently appointed Macmillan CommisBion which investigated the 
banking ^stem of Canada recommended the formation of a Central • 
Bank, the Canadian Banks headed by Mr. J. Dodds have reiterated 
the usual objectrous to the formatioD of a Central Bank- " That the 


I Viit fl» Annnal Geueial Meeting of the yational Bank of Inflia, helfl oo April 8, 
rPSS— Sir duties Mtelucti'a speech. 



37 


A fcBNtolAL BAISK OF ISSUE 


Finance Department mtets the needs of the Oanadjan banks, that 
a Central Bank wonld be needless expense, that it would weaken the 
existing banks which w6uld have to supply capital and deposits free 
of interest,” are the hackneyed objectionB ® It is also true that the 
Irish Free State Banking Commission presided over by H. P. Willis 
recommended tbe adoption of thn system of banking obtaining in 
Canada, feut for India it is clearly nnwise to consider these examples 
as Worthy of imitation. Conditions here are radically different. The 
Ministry ol Pinance in Canada, in tbe first place commands the full 
confidence of the public and the business circles. The Canadian 
banks have developed an extensive system of branch banking and 
enjoy an invaluable aid in their ready access to the money market of 
New York. Bat in India tbe Finance Department is suspect beyond 
words. The indigenous banking system is still in its infancy and 
branch development is unknown expect in so far as it has been 
attempted by the Imperial Bank. That the banking system of 
Ireland or Canada is still far from being a finished model completes 
the case against India trying to move on similar lines. Since these 
lines have been written the Canadian banking system itself has been 
overhauled on the Centralised banking plan. 

We have therefore no alternative bnt again to pot our hands to 
the formatioh of a Central Bank, the constitution and management 
of which will be suited to our own peculiar requirements. It is for- 
tunate that, in spite of the highly dishearteiiiDg fate of the last 
attempt our academicians are alive to the rich harvest of benefits 
which a Central Bank of Issue can confer on the industrial and econo- 
mic well-being of the country. 


The supporters of the Central Bank scheme consider that no time 
should be Idstiii the starting of 4 Central Bank as the pivot of the 

Indian money market satisfactorily adjusting credit and currency and 

banging about an adjustment of the voWme of credit to the volume of 
bnsmess needs of the country. 


A Central Bank of Issue is necessary for the development of the 
ankmg resources of tbe country. It would furnish the means by 
which banks, m need of large reserves can borrow from the Central 


• See the London Bankets’ Magazine, May^ lgS8, p. 788. 
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Bmk Md thm a natdoiml contiol oto a sorod and elasBo cttdit ..a 

Mwliolly free faun She mfioeaoe of either domeefc poli&al pressim 
OT^erfoIextod factors interested in exporting L resoercesl. 
their permanent benefit. 

With its monopoly of note-iesne it can act as the channdior 
theontpofand intahe of logsl tender cnirenoy. It wonH 
a new hind of paper money which wonid soon consfifate the bnll 
of legal tender money in oircnlation. The Government can be 
divested of the control over currency which can be controlled by 
this banking machinery. 

Holding the Government treasury balances, currency reserves 
and the reserves of other banks deposited solelyinits hands, it can 
pool together all the cash resonrces which now lie scattered far and 
wide. It can act as the agent throngh which the finanwiil operations 
of the Government at home and abroad can be transacted. 

As the sole and ultimate provider of the emergency currency 
which can be obtained by rediscounting approved bills or granting 
advances on approved promissory notes of the commeraa} banks, 
it can bring about the expansion and contraction of currency reguiced 
to maintain stable monetary conditions. It would relieve the 
temporaxy pressure to which the small banks are generally liable 
and arrest the failure of those sound banking establishments which 
unfortunately fail to draw the difference between immediate and 
idtimate convertibility and commit the mistake of locking np fonds 
in * slow assets.’ Oorren<y femines would be prevented. Bank 
runs will not be the epidemic that they are. By its direction and 
regulation of the money market the Central Bank can renovate 
thoroughly the entire banking structure of the community. Under 
its snperviBOiy influence the country’s finances can develop freely 
without any hindrance from communal or party feelings, personal 
differences and political animoaties. Its self-denying ordinance 
in the matter of dividends, its insistence on a high standard of 
banking, its efficient management of currency, and its detached 
. eminence horn the ordinaiy commercial banks of the country would 
enable it to regulate our national monetary and financial mattera 
LS Seresfa of fte oonnSrp. Dewrebfa «b.Pg« in b..* 
currency, cheque collections. Government finances, credit 
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policy, gold movements and the money market can be secured only 
through the instrumentality of a Central Bank of Issue. 

The starting of a Central Bank wonld soon enable the country 
to realise that the bank rate and a wise discount policy can showw 
such inestimable advantages as credit expansion suitable both in 
point of time and degree, stable foreign exchanges, regulation of 
gold movements and maintenance of price-levels at a reasonable 
level of stability. 

The inequality of interest rates in different parts of the country 
can be removed by loans made to each other by the branches of the 
Central Bank at the direction of the parent bank. An equitable 
flow of funds from one part of the country to another and from 
one industry to another, can be secured. It can act as the custodian 
of the national reserve with no selfish ends to preserve and adminis- 
ter the reserves in the wider public interests of the country. 

Another advantage would be the disappearance of quotations 
of inland exchange rates and the premium of Bombay or Calcutta 
or Bangoon funds would disappear as soon as an efiScient wire- 
transfer system as in the case of the Federal Beserv^ is adopted in 
this country. Under the leadership of the Central Bank a natimal 
banking policy would become possible. Free from all suspicions 
as the proverbial Caesar’s vTife was, or ought to have been it can 
introduce an exceptionally high degree of integrity into the financial 
life of the country and secure its real financial independence, sounder 
economic organisation and practice. At last the Government have 
succeeded in bringing out a Heserve Bank in a more or less acceptable 
form. Even the European interests have relaxed their former 
Btiffer attitude and have promised to co-operate with the Reserve 
Bank. 

The Organisation of the Central Bank. 


Analysing the constitution of the important Central Banks of 
the world we tod them to fall into three different olaseea. They are 
«lhtt(o)Pore ehareholdere- banta. (4) Pore atato-owned hanks, (c) 
Bwto of mined ownership. But in the last oatogory there are seyeral 
aob^^ns : (1) Where the state mtd the dimsholders own the 
apilal of the hank, ® Where the state, the indi^nons oonunercial 
hanks, the foreign hanks and the priyate iidiyidnals base the priyilege 
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to own the shares of the central bank, (3) Where the capita] 
is or can be owned by the state, the shareholders and the indigenous 
banks, (4) Where the capital is owned by international groups and 
state donation. All these can be considered as qoasi-state banks. 
But there is another type which belongs to this dassiScation of mixed 
ownership. All central banks which have their capital subscribed 
by. the shareholders and the indlgenons banks of the country alone 
and where the state is no shareholder most be considered as banks of 
ownership. Which of the above types can India select ? 


Pare Bhatel'oldera* 
Cential Bank. 

The Austrian National 
Bank. 

The Nstionnl Bank of 
Belgium. 

The Bank of England 
The Bank of France 


The Beiohsbank of 
Germany. 


Tbe National Bank of 
Hungary. 

The Bank of Italy 


The Bank of Japan “ 
The Nederlands Bank 
The Norgis Bank 
The Bank of Spain 


Pntft at&te-owned 
Central Bank. 

The Commonwealth 
Bank of Australia. 
The National Bank of 
Bulgarin. 

The Bank of Esthonia ♦ 
The Bank of Finland 

The Bank of Latvia 


The Bank of Poland ® 

The State Bank of 
B S F S.B. 

The Swedish Bikabank 


MixeiomiBrdnp. 


The National Bank 
of CzeohoslovakiB. 
The NationdBank, 
Copenhagen. 

The Bank of Mexico 
The Central Bank 
of Chile. 

The Bank of the 
Bepublio of 
Columbia. 

The Bank of 


Tbe Federal Be* 
serve Banks of 
tbe U.S.A./ 

The Swiss National 
Ba^. 

The Bank of 
Greece.® 

The South Africa 
Beserve Bank. 

Tbe Bank of Albania 




itr rs: “<r? 
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While there is a large measure of agreement on the necessily. o5 ster^ 
ingthis new. banking structure, there is. however, a, considerable 
difference of opinion as regards its constitution and. management. 
One school regards the state-aided diareholders! bank as the.best 
ideal. A privately-owned Central Bank, managed by competent 
businessmen free from political pressure and governmental control is 
certainly best fitted to control credit and currency and, in* accordance 
with the needs and necessities of business. It is only a. shareholders’ 
bank that can hope to obtain emancipation from political pressure 
and secure independence from the interference ofi the Government 
executive in the day-to-day control, of its business regarding its 
hftTiiring policy. Examples of other countries where shareholdtfis 
hftTiirB have worked successfully can be.cited with, confidence. It. can 
also be emphasised that the state has. earned a notoriety, as a. bad 
manufacturer, an indifferent financier and an indifferent m^hant and 
would doubtless prove an incompetent banker. The- state- is too 
wooden and soulless to succeed in ganging, accnrately the monetary 
requirements of the business people. Hence the shareholders' bank 
which is governed by motives, of self-interest would be efficiently and 
properly worked for the commercial interests. The. knowledge and 
capacity of practical businessmen are sure to.keep them to the right 
path. Bankmg is a species of trade in whichi the Government should 
not take part: for if it does, it would lead to, an irresistible demand 
for a too liberal extension of discounts and loans during days of 
depression and inflation would easily become- the watchword of eveiy 


It must however be recognised that all the arguments are .not in 
favour of the shareholders’ bank. Firstly, anybody oanbpoome.a 
shareholder and deal with technical matters such as credit and.ouijcen* 
cy which can bb handled by experienced men possessing talent, etudy 
skill and experience. We cannot expect any large number of share- 
holders to “give a single thought to the object for which the’ Gfintriil 
Bank is supposed to exist.’* 

The shareholders’ control over the directors is generaUy"® 
myth and always ineffective, and so long as the usual dividends 


tos. BiBaebtentotonltimatelyunload this capital on the narkeb «,d 
maka it a pan diaididdan' inatitntioii. Sea the London Econoiiiut. p. 608 (1926). 
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m forthcoming ft ft impocsibft to roow any Kcions inter«l in 
mforiml affatrs. A private aharahoidera' hank neceaaarily meara 

hnntaig £orp»atecndifthaCoata.IB.nkoffiane ft to pe^om,#, 

real dotiea, hankering after prodta would defeat the wiaheaofthe 
enthnaiaata who aapire to make the Oentral Bank of laane the nnnhni.„ 
of credit and currency mechanism of the country. This was the case 
with the South African Reserve Bank which had to perform adili- 
tional functions in order to pay a dividend to the shareholders and 
cover a portion of the overhead charges. It was on this very ground 
•that the recent Banking Commission of the Irish EVee State also die. 
approved of the idea of the private shareholders* bank.® But some 
amount of conscious control can be devised to make the Bhateholders’ 
bank alive to the national economic interests. All the privately- 
owned Central Banks of Issuej with the notable exception of the 
Bank of England and the reorganised Beichsbank of G-ermany, work 
more or less under a rigid system of control or supervision so that 
national interests in financial policy can be secured easily. In 
countries where established banking traditions exist and where 
trained bankers are available to run the Central Bank on sound and 
conservative linesp the oontcol of the state would naturally be relaxed. 

In case of the poor countrieSy however, it may be considered 
uneconomical and unwise to pay a high rate of dividend derivable 
from the use of the currency reserves to the private shareholders of 
the Central Bank, while capital can easily be borrowed for the State 
Bank at four or five per cent. But it must be borne in mind that 
just as the state ought to concern itself with adequate service and 
not the question of profit from its police department so also it 
ought to concern itself only with efficient and economical adminis- 
tration of banking operations in conformity with approved monetary 
theory. The possibility of making profits from the handling of the 
note-issue should not therefore be allowed to rule out on that account 
the desirability of the shareholders' bank. Arrangements can be 
made for the participation of the state in the profits but it is not 
prudent to start banldng operations with any obsession of profiteering. 

- The ndxt consideration is that in countries where indigenous 
capital is not sufficiently developed tbe starting of shareholders* 

• State 
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private bank would inevitably lead to a bid for ascendency in the 
practical management of the banking and the financial ayetem of 
the country between the foreign and the indigenous capitalists. It 
is always essential to eliminate foreign influence from the control 
of the Central Bank of Issue. It is also true that a privately-owned 
shareholders* bank generally fails to be sufficiently representative 
of the different interests in the country. But these are by no 
means conclusive arguments in favour of the state ownership of the 
Central Bank as practical provision for Government interference can 
go a long way towards mitigating theevU effects of private owner- 
ship. The composition of the 0. Bank’s direction can be so arranged 
as to eliminate the influence of the foreign capitalist. The reserva- 
tion of the powers of nomination to the board of the Central Bank 
would rectify the second evil so that by means of nomination by 
the state men of wide experience representing the important ecdno-, 
min interests can be placed on the board. 

Though the disadvantages attendant on the shareholders’ bank 
can be toned down by devising suitable remedial measures, 
such as the limitation of dividends to shareholders, the allotment 
of shares to small investors, scattered all over the country, the 
restriction of the voting power to ** one man— one vote,” the pre- 
vention of the right to vote by proxy, the prevention of the manipula- 
tion of the votes by big shareholders, the creating of non-transferable. 
shares to prevent concentration of control, the appointing by Govern- 
ment of outside business experts to manage the institution, the Tnalrmg 
of the diareholders’ body a purely consultative one, the proper defining 
and limitation of the functions of the open market operations of the 
Central Bank and the participation of the state in profits beyond a 
certain level, which are some of the methods usually followed, yet 
there me however some practical contingencies under which the private- 
ly-owned Central Bank loses its independence and its devotion to the 
public weal. The fact is that too much value should not be attached 
to the mere theoretical independence of the shareholders’ bank. For 
much, too much, depends on the unwritten traditions and conventions, 
of the institution and the exigencies of the financial situation in the 
state. Even a privately-owned Central Bank can be used as an engine 
of state pohoy. In times of pressure such as there were during the 
ast war, private diareholders’ banks have become purely Gtovernment 
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bMte «na h»TO relegsted iheirohief Batia rfbmkers-bMife,. 
^3«y p«.ta.. ShaetankB^iaoewo^iabemiJ, 
^otyWhorgMntaiwocea to tho stote on mteteaWwatog rt.to 
bonds. ®>Y“““™**®3'>«“0iaiitlnaijW!Hyby gzanKno'losm 
advances at favonrable rates to commercial banks on seonrity of Gov- 
anment paper in various forms. Lending indirectly to banks to help 
the Government would make the credit of the Central Bank semi- 
automatically liquid. As banks secure surplus funds they would liqui- 
date their indebtedness to the Central Bank while this desirable result 
would ’not be forthcoming if the Central Bank itself were to lend 
directly, to the Government. 


Even if the legal status of the Central Banks be so secured as 
to make it independent of Government control, it would have little 
effe^ upon the actual relations with the Government. Political influ- 
ences cannot but tell ultimately on the privately-owned Central Banks. 
The divorce of business from politics cannot be pushed too far. The 
administratiou add policy of the Central Bank though condncted on the 
most scientific 'lines may sometimes have to be persuaded to see the 
Government’s point bf view.^** Even the Bank of England is often 
subject to such pressure. But under normal circumstances lending by a 
private 'bank is far better as it would take the matter out of politics. 

Again it is difficult to reconcile the idea of a privately-owned bank 
-with the state-guarantee for the bank notes. This is the anomaloas 
situation which the shareholders’ plan of the Eeserve Bank would have 
created and it'is meaningless that the Government should give their 
gnarMtee-withbut gaining an effective voice in the management of the 
bank. Perhaps a quasi-state partnership would be inevitable under 
such circumstances. However safeguarded the privileges may be 
acroi^ing to the tenUs of the original charter concentration of share- 
holdings would soon bb the prevailing feature and unless some sort of 
racial discrimination is made in the legislation, it would not be possible 


» See H P. Waie, “Wib Banker," October, 1037. Under poUUeel infloeoee it 
Chat Bisee 1921 np to the pteaant time the Beeerre eyetem and the P. B. Board in 

WaJtai/eal. 
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to p»«nt .lien» from boooming otarehoiaerB to » gteato aepeo 
ciui be ooDBiderea tofe. But when for enj leasoo lecml diemnimeton 
is not possible the shareholders’ bank must be considered more or less 
wholly nnsuitable. 


State-owned Bank. 

Ever since Prof. Keynes wrote his classic report in 1913, Indian 
opinion has been overwhelmingly m favour of the State-owned Central 
Batik of Issue which should on no score be mistaken for a state- 
controlled Bank. There is the prevailing opinion among the people 
that the special circumstances of India warrant the creation of a State 
Bank. The co-operative credit movement in India succeeded because 
of the state aid rendered effectively. If it had been left purely to un- 
organised self-help nothing so miraculous could have been achieve'd. 
In all matters of high finance the Indian people look to the Gbvemment 
to sponsor any new movement and the Government is always consi- 
dered as the most potent factor in finance. In any sphere it would be 
difficult to divorce a system fi-om the habits, customs and desires of the 
people who make use of it. Yery great weight attaches to a bank 
founded upon the credit of the Government and its resources. It would 
go a long long way in implanting* the banking liabit la'tbe minds of 
the people. Several people quote the instances of the State-owned and 
state-controlled Central Banks which exist in Australia, Bulgaria, 
Czechoslovakia, Esthonia, Sweden and Uruguay and argue that the 
State Bank can be stmiied on suitable lines in this country. Even 
Eicardo advocated the creation of a State Bank in 1817 on the model 
of the Swedish 'Biksbank. He advocated a State Bank' for England on 
the model of the Biksbank totally independent of 'the ministers. He 
says ** the sinking fund is managed by commissioners lesponmble ohly. 
to Parlialnent and the investment of the money entrusted 'to their 
ohtfrge proceeds with utmost regularity. What reason can'ihere be'tb 
doubt that the issues of- paper money might be regulatedTinder similar 
arrangement.” Except this 'positive pronouncement in favoiir-of the 
State Bank 'no other arguments are given by him. 

It is argued that the State Bank would give the quietus to the 
endless quarrels on the part of the Imperial Bank, the ExcHtinge 
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Banks and mdigenons banks for kavine the i, 

eap.Wo£the b»k The ch™cter.ehc L 
»pi^te wold rieo be avcdedbyetartage State BMakmtteJ. 
MbetoM ebaice oepitel Soeh e benk would be enfflaent for tte 
Htaeton m fcdia as there is no properly developed bill aerket 
for the pr^t A State Bank wenid draw the infrnotnone eapital out 
of the pockets of the people m the shape of deposits Even the quasi 

state bank woald do something m this direction and capital may be 

mvested in the shares of the bank ^ * 


One of the strongest points in the armonry of the supporters of the 
State Bank scheme is that the Government of India generally keeps on 
an average about Es 5 to 19 crores of loose balances every month in 
the hands of the Imperial Bank and that the Government are snsUin 
mg a dead loss on account of this management The state can act as 
a Central Banker without any undue risk and with the unlimited 
means at its disposal earn sufScient resources to liquidate a portion of 
its debts or reduce taxation to the relief of trade and enterprise The 
issue of money is a function of the Government and it ought not to be 
surrendered to any body of private individuals however well mformed 
and dismterested they might be 

Besides the above positive arguments some of the followmg nega- 
tive arguments favour the conception of the State Bank ideal A 
private Central Bank can easily become an annexe to the British 
/»nTT^Tnftr/na.l commnmtj which largely controls the Indian banking of 
the present day The dizectors of a private bank would be responsible 
to nobody, while a sort of parhamentary control though it might prove 
to be a disadvantage at ceitam times can be exercised over a State 
owned “Ranlr London high finance or the British commercial commu 
nity has no confidence that the Indian Legislature would not select 
only men of the highest standmg engaged m active busmess m India 
If this thing IS statutorily secured the problem of control over the State 
Bank would be solved The mam reason why the Indian people are 


u See the Iiondon Times (Man* 13) article oa the State Bank f« India- Xbeu can 
be no gueabon that a State Bank wonid hare a mort selntaiy effect m aeonnng 
5 fihaLmIe with mongy to invert India eufftoni f»m a vest amonnt of infractnonyapltal 
^Wh TaL Bank would b. hkely to draw forth in the shape of sh«e» or de^ib atheito 
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BO strong and persistent on giving to the legislature the rontrol of 
the Reserve Bank is this. The present-day Indian Executive is an 
Impermm in ImpeHo. It has fnll control over its loan policy and 
floats the loans at such rates and in such markets as it chooses. 

The Indian Legislature has no control over this policy. Peop e 
who are already aware of this limitation are keen on securing the 
control over the Central Bank. If the Executive is to be held respon- 
sible to the legislature, this insistence would neither be necessary 
nor demanded. Rightly or wrongly they have considered the manage- 
ment of the C. Bank a political issue. Although the underlying motive 
which ought to guide the framers of the banking structure should be 
based on economic considerations it has unavoidably taken on a 
political colour. 

The Demerits of the State Bank. 


A state-owned bank under state control is not, however, free from 
defects. When it is controlled by the state it tends to become a 
mere banking department of the Q-overnment. The situation would 
be something analogous to a state railway system or a state indus- 
trial monopoly. The pressure of political expediency may often 
prove irresistible and such business, propositions as will not be under- 
taken by any ordinary bank would sometimes have to be entertained 
for more or less purely political reasons. The history of the Swedish 
State Bank (Riksbank)' during the first part, say 1668-1835 illustrates 
how the bank became an element of intense political strife of the day. 
During the second period of the history a834-1926) it succeeded 
admirably as a Central Bank and was kept independent of the Govern- 
ment of the day and at the same time without being under &e control 
of private interests. This was due to three conventions adopted by the 
people. The Bank Commissioners were traditionally re-elected until 
they wished to withdraw thus securing oontinnity of policy. They 
maintained a certain propcrtion between the » technical ” and the 
"political” commissioners. They preserved the institutional' con- 
servatism of the State Bank. Such measures can be adopted by 
this country if the State Bank conception alone is approved. - In the 
case ot the poec comtries like Indie which ate not economiceU, 
developed hut poHacelly eohject to foreigners the advantages flowing 
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mt I Afferent constitution, measures which ere not to fte 

n Ws ol the floancial creditors and pditical masters would onliaan 
ly be neglwted It ,a for this reason that the State of CzechoslorabB 
has contributed to the share capital of the Anglo Inlemational Basil 
formed in 1^7 This bank is specially meant to finance the inter 
national trade of the country and farther trade lebbons between 
Ozechoriorabia and the United Kingdom But m a StateBankwe 
have to reckon mth the danger of socialist urns and piagnunuiss 
creeping slowly into the sphere of national banking 

A State Bank can also be ased for inflationary pniposes by needy 
financiers who may be hard put to balance the budget They can 
make encroachments on the State Bank’s fund The bistoiy of the 


Bank of i^msterdam which was organised as a State Bank is an lUu 
mmating mstance in point It was illegally mismanaged by a 
committee of the Town Oonncil Money was lent for pohfocid 
purposes , some of it for municipal money-lending schemes designed 
to help unemployment caused by the war and some to the Dntch East 
India Company which carried great political influence The bank, 
as need not be added, had to wind up its affairs at the end of the 
war Again it is also quite possible that pobhe bodies might not be 
getting as mnoh credit at the bands of the State Bank as tbey would 


at the bands of a shareholders' bank There is keen competitioD m 
England amongst banks for securing the accounts of the quasi Govern 
ment bodies and if banking 18 nationalised they fear that they would 
receive less favoured treatment It must also be realised that many 
experiments m the daeotion of State Bank have met with faiJnre and 
the oft-quoted illustrations are the failures of the State Bank of 
Russia, Bulgana and the first and the second banks of the U S A 
There Ire some who quote excitingly the examples of the Dominion 
State Bank of the Australian Commonwealth which started without 
any basic capital of its own” It is httle remembered that their 
conditions aiaso vastly different from onrs 


[ter j Htvyifipg jf 

la 1987 . thariiheAi»trBlianC<ffl»inonw«ia Bank 
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The opinion of several competent economists goes to show that 
the State Banks lead to the confusion between public credit md 
private credit and “unless a dominating personality or a superman like 
Vichanagradsky or Count Witte commanding prestige in the world of 
finance as well as the State runs the State Bank, it is apt to be 
shipwrecked in times of bad weather ” 

Another disadvantage of the State Bank is that it generally fails 
to weed out the weak and inefficient banks by refusing to rediscount 
their worthless paper As a result of this spoon-feeding and nursing 
of the incompetent banks it fails to develop a nng of well-managed 
commercial banks acting in co-operation with it 

It IS also stated that it may fail to tram an adequate number of 
men who can be depended upon to run the bankmg institutions of 
the country in the future This seems to be altogether an undeserv- 
ing attack and if a bank working towards public welfare and not private 
gam can do nothing in this direction it is impossible to believe 
that it can be performed by any other banking institution of the 
counfry 

The science of economics, however has sufficiently advanced to 
enable us to estabhsh a State Bank but yet its secunty from political 
influences may be guaranteed A proper definition of its functions 
would safeguard it from expenments of socialism The credit relations 
between the State Bank and the other bankmg institutions can be placed 
on a statutory basis An adherence to well-laid rules, both in letter 
as well as m spirit would dehmit its scope of mterference with the 
working of the mechanism By the compulsory training of apprentices 
and the promotion of banking knowledge and by founding an Institute 
of Bankers under its auspices, the State Bank can do something m 
the direction of training people m bankmg practice But the most 
serious objectijn to the State Bank remams unanswered The state 

the task of approximating the Commonvealch Bank to the Central Banking t^pe It bae 
been aiteiiiptin„ to open a foreign branch m New York Thia undertaking of foreign banking 
IB not quite in keeping with the accepted practice of the 0 R Banking institnUons (see 
the London Bankere Magazine. September. 1927) Efforts are now being made to bring it into 
dose tench with the Commercial banka and to brmg it into line with the practice prevaUing 
mot rcimtrieapoBBegBinga 0 B of Issae (see the London Times, article on Emnize 
Bankmg. AngUBt 12, 1928, p 186) ' ® 

** See Sit J C Co^aiee, “ The Reserye Bank of India " 

7 



50 


PBBSENT-DAV banking in INDIA 

always protects itself against maturing liabilities by making oven its 
future obvious payable on a date, or after, at itao™ ple.™^ 

If m addition to tWs huge indebtedness, it undertakes large demand 

liabilities on note issues and enormous demand liabilities on member 
bank reserves and other deposits that may be attracted, it would be a 
dangerous reversal of the existing policy outlined above. The respon- 
sibilities of the state would be very heavy and it is financial folly to 
saddle this Government credit with a heavy load. True financial 
wisdom consists in protecting the credit of tbe Government against all 


A. Quasi-State Bank. 

Students of Indian banking history might easily suggest that it 
would be the happiest solution of the present situation if the Central 
Bank were to have a part of its capital, say two-thirds, owned by the 
shareholders and the rest by the state. Such a thing existed in the 
early years of the history of the Presidency Banks of Bengal, Bombay 
and Madras. The control may be exerted by^ mercantile directors 
elected by the shareholders and the Government directors nominated 
by it ; two-thirds by the former and one-third by tbe latter. 
Government directors might have tbe right to veto tbe transactions 
considered prejudicial to the Government’s financial policy or public 
interests. This proposal cannot be rejected incontinently. It is 
not fraught with disadvantages greater than, or greatly in excess 
of, the benefits derived. Great discrimination in selecting direc- 
tors by the different interests would tend to inspire the people with 
confidence. The only grave defect of this scheme is that Govern- 
ment may fail to abstain from political interference or manipulations. 
Even a pure shareholders’ bank is not exempt from such wilful, 
deliberate and inevitable interference on the part of the state. 
The main advantage of tbe quasi-state bank, is that it tepds to 
make the bank “the people’s bank” free from the domination 
of sectional interests or London financial interests and the va^- 
ries of financial advisers of the Secretary of State. The representation 
of the state on the directorate of the quasi-state bank can be so made 
as to secure a vigilant watch over the national interests and preven 
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the bank executive from subordinating Indian interests to those of any 
other countries. These are the objects which any sound Central Bank, 
constituted on whatever basis it might be, has to secure and it is iin- 
material whether it is a State Bank or a shareholders’ bank or a quasi- 
state bank. Independently-minded people who have the courage to 
veto measures detrimental to Indian interests, must form the mana- 
ging board and when this can be secured it is unwise to argue dogma- 
tically or stand as sticklers for the principle of a state bank or share- 
holders* bank or a quasi-state bank. 

Instead of recognising the merits and the demerits of each of the 
plans and coming to a satisfactory compromise which can be made 
workable each party strove to have its own way till finally amidst the 
welter of this chaos, the stockholders' scheme which promised to con- 
tain the essence of the above proposals was evolved. The conception 
of the stockholders' bank has to be thoroughly grasped before it can be 
realised how the best features of all the various schemes have been 
happily combined in the new proposal. A five per cent. India Bank 
stock is to be floated at par in Bs. 100 each or any multiples thereof 
but not exceeding Rs. 10,000. Thus in reality it is to be a state bank. 
The whole of the 5 crores of authorised capital is not to be issued but 
one crore is to be issued later as occasion demands to render unneces- 
sary for the trustees and directors to boy up the qualifying amount of 
stock in the market. Each province having 1,000 stockholders will 
maintain a register of individual stockholders in the province and these 
will have the right to elect one director who must hold at least Es. 1,000 
of stock. Sixty persons are to be elected as the trustees of the stock- 
holders of the province and each trustee has to hold Es. 1,000 nnmin fl^T 
value of the stock. Every member of the Council of State or the 

Legislative Assembly or the Legislative Council is to be an ex-officio 

trustee and it is these trustees that are to elect the directors All the 
stockholders must be British subjects alone ordinarily resident in 
India. Besides the directors to be elected by the trustees of the share- 
holders of the different provinces thirteen others are to form the Board 
of Directors. One Governor and two Deputy Governors would b 
appointed by the Governor-General-in-Counoil. Two directors are te 
be elected from the Associated Chambers of Commerce. One director 
18 to be elected by the provincial co-operative banks. The Govern- 
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ment can nominate font diteotors for threa years lo the fir.t . 
ba»/‘ “rf *“ "■= »l»rehoHe«- 

bank or state bank can be eoecessfolly overcome m this scheme, tat 
some of the following clear monte of the scheme can be scccessfelly 
copied by the other countries which wish to construct a Central Back 
of Issue The regional basis of the directorate, the Indian predomi 

nance IQ the electoral college and consequently in the directorate, the 

hmitation of votes and protection of small shareholders are some of 
the salient points of an essentially sound scheme which an} central 
banking structure can be proud of It has also the merit of allowmg 
the legislators a chance to be elected lo the directorate This feature 
18 undoubtedly a concession to the Indian public opinion and would 
not make the Central Bank “purely a political Bank’* as the members 
of the Legislature have to resign on election to the Board of Directors 
The Legislature is elected for pohtical issues and there is no ostensible 
reason for its being approved as an electorate for the bank's purpose 
Becent banking experience in Australia and South Africa shows us 
clearly that the retention of the Legislature as an electoral constitn 
ency easily lends itself to party nepotism It is indeed a trnism to 
assert that “ the party whip should find no place in the bank s parlour 
and the directors’ meeting should not be converted into a mere pohtical 
dug-out” But this IS given up m the stockholders’ scheme The 
Board of Directors would secure the independent element which not 
hemg recruited from the world of high finance would be free from the 
subservient tendency to vested interests The Government nomination 
however secures the services of the people who are well-versed in 
pubhc aBaira, ommnoy and flmnM Conflict between domeatic and 
camtabate Je avoided by giving preference to indigenone and 
Mian domiciled capitahete It la tme that the etockholders' ataema 
a„« not go far enongh Bat it » gmta m ^p.^ with the pmc^ 


some of the formgn conntnoe where 


r;,mt wVto a>e nationahty of the winntry of the Centra. Ba^ 
Md aharea or eaermee a vote 

enacted that the aharea of the Eeiohebank taonld not be hel d by n 
7 The regional directorate phm goaranteea the repreaentation 
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of all provinces and the fear of the much dreaded influence of the 
Bombay speculators need not be entertained 

The necessity to pay the stockholders would undoubtedly tend to 
efficient management on the part of the Board of Directors The 
co-operation of the Indian with the European businessman is also secnr 
ed The plan is largely Indian in character and Indian in outlook Pre 
ferential treatment to the Imperial Bank in the allotment of shares is 
given up The general interests of the inhabitants of the country who 
require stability of exchange as well as tolerable stability of internal 
prices are well secured Lastly, it is free from the undue control of 
the Qnvernment which can only nominate a few of the experts to the 
bank directorate to ensme busmess ability So long as the financial 
administration is still in the hands of the irresponsible executive, even 
the starting of a state bank would be of little avail, for the bank exe- 
cutive, free from the influence of the mercantile directors, can manipn- 
late the bank anyway it likes Opportunity is given to the Associated 
Chambers of Commerce the Federation of the Indian Chambers of 
Commerce, and the Provincial Go operative Banks to elect directors 
The introduction of the worst forms of racial and communal claims in 
the matter of election to the directorate is also negatived in this plan 
Altogether the ideal of a non official business institution independent 
of the legislature — ^Indian in domicile and Indian in character has 
been approached nearer in this scheme than any of the alternative 
plans 

By accenting this scheme, or any modified form of it with all its 
sahent features, India would have the unique distinction and honour 
of holding forth a new model for the 0 Banks of other countries 
have been based on a shareholders basis or they are state banks or 
partly owned by the state banks and other banks such as the Swiss 
Bank where two fifths of the capital is contributed by the cantons, 
two fifths by the public and the remainder by the old banks of issue 
The Central Bank of the country though based on a shareholders’ 
basis, should possess at the same time the quintessence of State 
Bank proposal ” and if framed on a state-owni-shareholders’ basis it 
should be so organised as to rob it of the chief demerits that are 
altmdant on such plans Most of the fundamental changes that have 
to be incorporated in any nets plan should make concession to public 
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0^™ as expressed m the I^Blahve Asseaibly sad .t « eppsrse, 

that the opuiwns of London high finance and the Britah 
commnoity mn»t also be placated The remorol of the elected 
members of the Legielatnre ttoai the body of delegates elected by 
sh^olders m each pnmnee for the matter of election as directors is 
undoubtedly due to the intervention on the part of the India Office and 
pressure on the part of the foreign commercial commnnity Although 
the Indian Legislature might consider itself justified in persisting m its 
demand for its representatives on the'board and although it can sue- 
cessfuUy retort that the Government nominees on the directorate can 


equally be considered as representatives of political infinence, still in 
order to secure the co operation of the London finan cial interests thm 
essential point has to be sacrificed « Without a spirit of reasonable 
compromise and hearty give and take in this vital issue it would be 
impossible to manage the Beserve Bxnk successfully Both the London 
financial interests and the Indian public have to modify their opmion 
and co-operate with each other So long as the financial control res^s in 
the hands of the Secretary of State and so long as the policy of non 
intervention is not pursued by the India Office in Indian affairs no 
real measure of autonomy can be enjoyed by the Government of India 
even though it would be m substantial agreement with the Legislature 


The ivorhing model of the Gentral Batik 

In d6<*’ding the working pohey of the Central Bank there are 
precedents of other systems which would have to be taken into consi 
deration It must be examined how far they may or may not prove 
applicable to this country A recent writer in the Mysore Bco 
nomio Journal has clas«ufiad the different Central Banks mto three 
charactenstic types, taking the method of operation as the basis of 


a i.„perBonaUyofqpinioatbatfterBt-ata«oftbB deatoral cdlep and enw^g 
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nothing to do with the public but only conQna their operations to t e 
Goveromeut and the tnembera of the banking structure Seeon y, 
there lathe mixed central banking such as done by the prominent 
Eotopaan Central Banks like the Bank of France and the Reicbsbank 
of Germany Finally, there la the unique example of the Bank of 
England which always remains ont of the periphery of the money 
market and intervenes on critical occasions to save the other banks 
and membeca of the money market from the rum of impending col- 
lapse of credit Thw classification apparently is unscientific Central 
Banks of Issue can act as bankers’ bank without having anything to do 
with the general public They can grant credit only m the shape of 
re discounts The Federal Reserve Banks of America, the Reserve 
Bank of Peru and the South African Reserve Bank, the latter two of 
which are modelled purely on the first, are bankers* banks This is 
genersUy referred to as the American type of the Central Bank 
Central Banks can act as commercial banks, and the loans and ad- 
vances to others than the Governmeat might form a major portion of 
their earning assets The Banks of Issue of Canada, Brazil, Latvia, 
Esthonia, Anstraha, Russia and Greece, Uruguay and Egypt operate 
mainly as ordinary commercial banks These are nsually referred to 
as banks of issne modelled on the contmental type The Bank of 
England discounts for the general public at the market rate at all its 
branches It attracts deposits from the general public although it pays 
no rate of interest 

Generally speakmg, the constitutional framework of the bank itself 
and the work by it determme the method of its operations A State 
Bank owned wholly or partly by the state and freed from the neces- 
sity to earn profits can pursue pure central banlang business or remain 
as a reserve or emergency bank meant solely to oorcect the mistakes of 
the other banks The physical point of contact between the roan in 
the street and this kind of Oentral Bank consists m the former’s 
handlmgofthe Central Bank’s note A shareholders’ bank would be 
forced to undertake mixed central banking m order to earn certain 
minimum rate of dividend for the share capital and thus reduce the 
oyerhead charges It is indeed true that even an emergency bank 
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would have to undertake open market operations of a definite type 
60 as to be able to control the credit situation as soon as it is considered 
desirable to do so Without limited open market operations no 
Eeserve Bank can hope to control the credit situation If the Eeserve 
Bank fails to lend to the money market the withdrawing of which 
amount would tighten credit there would be no scientific credit 
controM® Again if the private banks were to develop monopohstic 
tendencies and attempt to hold the community to ransom there should 
be the reserve power to enable the Central Bank to compote with the 


private banks 

Altbon»h It IS tone that if the maximam rate of aiwdend which 
the bharaholdere of the Central Bank of Issne oan secnre, is Brad in 
the charter of incorporation, it can ondertake to act as a pro 
Central Bank confining its hnsinsss j” “f 

the necessity of limiting competition on the pert 
Ppntml Bank with the ordinary jornt-stock banks of the country has 

.hehorneinmin^ 

“^hr^STe’difi^tUmginshtntmns which hara indiramsUy 


,.a«tbe.rIo.n^ Ce^ral Bank, onth...o«n,nmat.v..n ^ \n.e. sale of 

,BP«ittea by duconntrate may be malfectivo A* a 

,olioy ^ the available aotplua end of large funds from 

parities vroald a coHet-Uou of ‘axes means Central 
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done m»d. service for the be.»fit, 
etebUrty of the oonofoy Unleee thr. ad™ 
attempt of the Central Bank to control credit would be miennderstood. 

This 18 what has taken place actually in the F B Bankmg ^stem of 

America dunng the formative period of its existence The mejnber 
banks who were feeling the stress of competition accused the F B. 
Banks of forcing money into the market which had no real need for it , 
of keeping the rate, i e , the rediscount rate below the open market 
rate and so tempting the member banks to borrow and re lend profit- 
ably, generating a prolonged stock market boom and brmgmg about a 
situation that is not conducive to safety ” So the agitation there was 
to limit the open market operations It is this ideal of pure central 
banking with very limited open market operations that has to be 
selected as the suitable model for our Beserve Bank Possessing a few 
offices which can be opened at Calcutta, Bombay, Madras, Bangoon, 
Cawnpore, Lahore, Delhi and London, the Central Bank of Issue 
whether organised as a State Bank or as a shareholders' one cannot 
hope to conduct mixed Central Banking Besides, it would be unfair 
and impolitic to encroach upon and interfere with the business of 
the existing banks If deposits are attracted from the businessmen 
these naturally expect the Central Bank to make advances and Ibol^ 
after their business needs This makes the Central Banker undertake 
commercial banking operations on a large scale and keen competitive 
conditions would ensue 


The ideal of the Bank of France as " the initiator of hanfriT^ g 
famhtiea” through more than 600 branches is placed before the public 
for due consideration and as this development of branches can be 
undertaken in this countiy by State aided banks alone it is consideredt 
imperative that we should copy the example of this useful institution^ 
Such has been the opinion in banking circles sinoe the tuner of 
Hambro's minute m the Fowler Beport of 1899 This is advocated 
afresh by Sir Purushottamdas Thakurdas in the Minonty Beport* to 
the Hilton-Young Commission 

Circumstances seem to favour this idea, for the ideal of the Bank 
of England, the grande dame among 0 E Banks which like 
Aristotle s God hves enthroned in magnificent isolation content 
to interfere occasionaUy, is emmenfely unsuitable to our country for 
the mdigeneous banka are few and their working capital is small *and 
8 
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the bankisg habit is uodereioped. Hence tbe useful privilege of re- 
discounting by means of which tbe ordinary banks can increase thdr 
working capital tenfold cannot and ought not to be sacrificed. But if 
continuous borrowing even for capital uses instead of temporary and 
emergency purposes is to be the object of rediscounting it has to be 
strongly condemned. In England the Big Five possess a large working 
capital which is several times greater than that of tbe Bank of 
England itself. So they are not enamoured of this privilege. Besides 
the practice of the English businessmen is to view this rediscounting 
with ill-concealed contempt. They have an innate dislike for their 
bills being “peddled” about in tbe market from door to door. They 
use bills as security for advances instead of selling them to the Central 


^^”^The ideal of the Central Bank in our country should be on the 
other hand to operate contiiieoesly “ 

•Rank is not to be a competitor with the easiing o«u.vi e 

fed by diverse atreams runmng 

can be aehieeed by Jondartato. by the 0. B. of I»oo 

coimnotcial opetahona sbonia ooderthe calegoiy 

„a aoy firaW-and " j to rB^* aod to War to 

ot open 

be tabooed. j.'^eondmt operetdona of a commen^ 

by it, it a**’* , mrfonned eonally aaocetafnl^ by to 

cteraoter reMob - ^ „ol^^ 

ordinary jraxt-slock banka. I 1^ hqaid if 

rn:;r;"t,»-B.nk.-a 
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The work of the G Bank of Issue 

Granted that this independent authority based on a stookholders 

plan, free from political influence or that of the exploitation of sectional 
or party interests is created, it behoves us to study the actual work 
It would have to perform in the banking system of this country 
Issuing notes or paper currency, watching the gold reserve of the 
country, controlling and regulating credit m the money market so as to 
satisfy the currency reqmrements according to the ebb and flow of 
trade and acting as the Government banker, keeping its accounts, 
flnn.hin g ina,nB and remitting funds on its behalf to satisfy its disburse- 
ments, are some of the functions that the new mstitution will be en- 
trusted with 

Note Issue. 


The Central Bank’s sole object in issuing fiduciary currency is 
to confer all the well known advantages of paper currency such as the 
economy of gold and its elasticity to suit the legitimate needs of trade 
and commerce These objects are to be secured without at the same 
time subjecting the community either to the evils of artificial 
expansion, rising prices and speculation or the evil or artificial 
contraction, fallmg prices and depression on the other side 

The transfer of the assets of the Government of India to the 
Issue Department of the Central Bank would have to be made as soon 
as the Central Bank would be in a position to issue its own notes Lest 
the popularity of the notes might be endangered, they would have to 
be double guaranteed, firstly by t^e Bank and secondly by the Govern- 
ment of India If the antiquated machinery of a bi departmental 
system is selected as the model for the Central Bank the notes of 
the Issue Department would have to be handed over to the Bankmg 
Department only m exchange for other notes of the Bank or the 
Government of India notes, for gold coin and bullion or gold 
securities or rupee com or Government of India securities or 

*« The real danger of this system 18 the immobilising of the gold m the lasna Depart 
ment and the real gold available to external demands ironld be held by the Banking Depart- 
ment and the whole of the pressare would be felt by the small and highly sensitive portion of 
the gold stationed m the Banking Department A more effective credit poboy can be pnrsned 
only by a combination of the two departments which would tend to make the reserve ratio less 
ranable than before 
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mob Mb of esohoogo ^wd. ^ 

^ of the 

a* 1. oMgsBooo. So &r as the Reserw 

*li* bM to bo kept by the Isene Depertmeat of the C. Bank araioat 
notfflieoTOoeraea. a.e eoitobility of the proportioiM] reaerra eyateo, 

■ OT tho fixed fidnoiaty ^tem bee to be coaeidaeed. Sieoe the Hfifoii. 
yonng Commission’s Beport recommended the proportional reserve 
system and snpested that forfy per cent, gold and gold securities have 
to be kept against these liabilities, those who are bent on opposition for 
opposition’s sake have already raised the cry that the fixed fidnciaiy 

■ system and the backing of the extra notes by metallic reserve is pre- 
iPerable to the proportional reserve system. Here again, as in the 
case of the organisation of the Central Bank, there is nothing bnt 
futile war of words. The fixed fiduciary system can be made suit- 
able even for agrionltaral countries requiring seasonal expansion of 
•currency.®^ In as much as the economy of gold is the main criterion, 
the note issue has to be modelled on the proportional reserve system 
with proper safeguards to curb the easy expansion of notes, for every 
note issued' against gold means an actual loss. It would be great 
inconvenience to the public to take bullion to the bank and get 
notes in exchange ; because the latter are so much easier to handle 
but -the Bank has to take the trouble and expense of printing 
-the note and guarding the gold without any compensation for the same. 
The proportional reserve i^stem has already been accepted definitely 
'by this country and embodied in the Paper Currency Amend- 
-ment Act of 1923 (Sedtion 18)'. It would certainly seem illogical to 

.recommend the scrapping of this accepted feature.®* The majority of 

•the Indian people require however a fifty per cent, of gold coin and 
•bulfion reserve against the liabilities of the Issue Department of the 
Bank 'This is the exact proportion of metal already recommended 
•by the Paper Currency Act. Alfliough the Government guarantee 
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aeans » thrt tank notes om embrace aU the aeeeteoE the 
^Ig of a lower metellio gold proportion (ban this aooep^ onovm^ 
gi«»^eformiaunaer»tending. WhatoTer might be fte 
Soenlea for-the present it is idie to attach any eacredneas to tta rate 
of tta reserve. It ie the general ravennee of 'the State that form the 
backing of the noteiaeoe. Aa the npholdors of the Banl^ School 
point ont no fixed minimnm cash roaervo ie neoessary. Mere con- 
vertibility of paper into gold and oice-oeree is a snBcient safegnard. 
But the real danger lies in the draining away of the reserve and 

althongh it ie tree that if aoond banking exiets no other qoantitative 

restrictionB need be imposed, yet in practice all countries have adopted 
this feature. In theory at least they ore guided by the currency 
principle, though their actual practice may conform more to the bank- 


ing principle. 

Whatever might be the proportion of the meitallio reserve of the note- 
issue the method of note-issue must be related to trade activity by per- 
mitting the Central Bank to issue notes against the security of biDs of ex- 
change. Issuing fiduciary currency against short-dated bills of exchange 
representing trade, industrial and agricultural activity is a sound prin- 
ciple adopted by almost all important countries. The circulation of such 
notes would confer the needed elasticity aud*in any other conceivable 
emergency notes can be issued on the payment of taxation, even 


B The men teofanioality of Bovemmenb gneiantee is to eeeare their ready acceptance 
by the people. The real backing ia gold and commercial paper. 

Elaatidty of note-iesne ie needed daring seaeonal, secnlara nd cydical changes. 
Secnlar elaeticity means power to expand so as to satisfy the needs of trade in long-term 
periods without destrayug the ralne of moneiy. No corrency is elastic enongh to prevent long- 
period flnctoations of prices. This is mainly dne to rigid requirements of reserve ratios. 
Beasonal elasticity con be secnred easily and imerioaa, Canadian and German note-issnes 
present snecessful examples of seasonal elastaeity. Cydical elasticity of note-issne in times of 
crisis is also essential to allay the anxiety of the public. England provided this chiefly l^ 
the snqpension of the Bank Charter Act. Prance generally raised the maximnm issue, 
Germany and U. 8. A. seemed it by the method of levying a graduated tax on the temporary 
deficit of gdd reserve in their OentralBank. In 1928 England made pmriaions for emergency 
expansion with the consent of the Treasury. Some writers consider that even such abnormal 
emergency us a war has to be considered in the matter of note-issue regulations. 

But pwerful control over the note-issue by the discount rate, open market operations 
and moral persuasion is essential to satisfy the needs as the case may be. Until this is 
^uted there can be no antomatio elasticity of note-issue. An adequate self-regnlated note- 
issue IS a misnomer and except for seasonal needs there can be no such thing as cyclical and 
secnlar changes in note-issue without discounting the price level. 
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after the minimnm legal cash reserve requirements have been touched 
more^X"" tb estractmg seasonal emergency would be less painful and 
mwe easy than at present f/.e., p«.i?eserve Bank days) when 
currency ej>ansion could be secured sometimes unwillingly by the 
Imperial Bank pledging bundles in the hands of the Controller of 
Currency. This ^e of elasticity was not only limited in volume to 
12 crores but could only be obtained by paying a stiff price. While 
m the past and the present we have erred and have still been erring 
in the direction of too rigid and inelastic note-issue, in the future we 
might swerve to the opposite direction. So too many avenues should 
not be thrown open to secure the needed elasticity of fiduciary 
currency.23 

" If public satisfaction is a great asset in currency matters ” 
as the Chamberlain Commission has pointed out the keeping of a 
fifty per cent, metallic reserve against the note obligations would 
be essential. It would maintain the status quo recommended 
by the permanent provisions of the existing Paper Currency Act. 
Although a half and half security and metal basis is recommended 
for the note-issue still it is a mistake to suppose that a huge gold 
reserve is needed as support to the note circulation. After all the gold 
reserve of the C. Bank is only a regulator [and. The rolame of circu- 
lating media required in the conntry need not be based on this 
reservoir, Althongh the raison* d'etre of a reserve is to meer all 
demands and make the gold stock an active reserve instead of a lifekss 
hoard, still in reality gold withdrawal would be faking place for export 
purposes only. Very little use of the gold reserve even for exchange 
purposes need be made if only there is stability or naiformity in the 
movement of comparative price-levels. It is this that determines the 
exchange rates and not the size of the reserve lying in the liands of the 
Central Bank. 

The banking department of the C. B. of Issue must also be forced 
to maintain a like deposit of 40 to 50 per cent, of gold or gold securities 

SS E«nP»f.A.O.PigouTrhoisno8tanncheupporferofthc doctrine 
of 1918 CommUtee on Cumnqr and Foreign Eacbange w the Dwted K.n„dcin. 
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.g«x.rt tie deport obl«at«ms it nndartekea Withoat soA » ta^ 
aiding the iSBoe department of the C Bank the reeervee of the latter 
might be unable to bear the strain when notes are changed into gold at 
very short notice It is the Bank of England alone which maintams 
a reserve against its note liabilities and gives full hberty to the bank- 
ing department Both the recently organised Eeichsbank and the 
Federal Reserve Banks are bound to maintain a specific reserve against 
the deposit habilities The recently orgamsed Bank of Poland contem- 
plates a similar or like reserve of forty per cent asagamst its deposit 

liabilities In 1928 France adopted the mimmum proportion of 35 per 
cent gold backing for notes and deposits combmeda 

This IS what has to be done even if the old fashioned division of 
the G Bank of Issue into two separate banks is adopted It v70old be 
far better to discard tbis antiquated ideal and modernise our monetary 
machinery by oombiiung the two banks into one department of the C 
B of Issue furnishing the pubho with a simple consolidated statement 
of its accounts The superiority of this system has to be recognised. 
As the total gold held by the C Bank can be easily placed at the disposal 
of the public, the certainty of pursuing a uniform credit policy always 
oumfluenced by the actual gold movement would be rendered possible 
As the general mterests of the country can be looked after in a more 
assurmg manner, there should be a departure from the recommendations 
of the Hilton Young Commission in this respect 


Deposits 

Another of my petty quarrels about the Reserve Bank operations 
IB this The C B of Issue should not be allowed to keep non interest 
bearmg deposit accounts and current accounts of the traders and indi- 
viduals Wo have already seen some of the reasons why deposits 
should not be attracted As the Indian public place implicit faith in 
Government institutions there is the possibility of the Central Bank 
completely commanding the money market 

The Government of India should appoint this Central Bank as the 
sole custodian of its cash balances and it is high time to recognise that 
the maintainmg of a separate Treasury System, even in a modified 
form, IS unnecessary Many of the sub treasuiies are “ mostly revenue- 
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blt^h nT .T ‘»aothi8taskofcolleo«o«™ 

^ j tti® C. B. of tone. No danger need arise ont of fine step if 
itiedeolareannlawfnl onthepsrtof the deposilsiy or agent bank to 
loan ont the pnhlio deposits. The joint-stock bank, indigeneons er 
foreign, doing business in the country should be made to keep compul- 
sorily a portion of their reserve (i.e., 5% end 2%) against their current 
or demand and time liabilities respectively. The banks need not fed 


sore at the cutting down of their reserve to this extent. As the 
rediscounting privilege is being thrown open to them there would be 
no specific grievance except that free and willing co*operation of these 
injured banks would not be voluntarily secured. The smooth and easy 
control of credit requires their hearty co-operation and so long as they 
are dissatisfied there can be no hearty co-operation on their part. At 
least permission might be granted that half of the compulsory deposit 
might be made in the form of short-term Government securities. 
The loss of this portion of their cash reserve through its transference to 
the Central Bank might occasion certain inconvenience but the greater 
security afforded them through the- existence of a Central Bank more 
than offsets it. These are the minor costs to which they would be 
subject for securing major improvements in the credit situation. 


Cash Reserve. 

With reference to the composition of the cash reserve some discre- 
tion should be afforded to tbe Central Bank specially in the formative 
period of its existence. While it can be insisted upon that during the 
march of a ten-year period a certain definite proportion of the metallic 
reserve is to be in gold, in the intervening period the Bank executive 
can be given a free hand in this matter. It would of course have to 
nav heed to public opinion and respect its sentiments by keeping its 
Ws in liquid gold. But it should have wide discretion in regwd to 
the amount of sLurities which can be readily turned mto gold wthout 
B«t it sboald ™t bs csmsd a,™, bj, tbs sh<^»ghtod pntft 

Tbapsrpos. of tbs b»k's ossbtossr™ » to 

Vtf, his Oral Evidence before the Chamberlain 
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enable the Central Bank to conyert the bank’s on^ « mto gold or, 
atandard monay and if this doty is faithfnlly discharged it repays itseH 

in many thousand ways, the chief of which would be the inspiring of 

confidence in the minds of the people The greater the liquid gold 
in the reserve, the sooner will be the time when India can placed on, 
a real gold standard basis and some gold com indication, not necessarily 
for extensive circulation can be minted Without such a physical 
embodiment of the standard “ gold rupee ” it is not possible to convince 


the metallists of the existence of the gold standard and that currency 
regulation would m future be with reference to this gold standard 

Nextly, the ultimate right to sell gold for dehvery at foreign 
centres must never be lost sight of The key to the whole situation is 
this On one side there is to be the G B of Issue, with complete 
convertibility of its note issue On the other there are the deep rooted 
habits of the people to encourage accumulation of precious metals 
Gold IS used as a savings fund Unless the convention and habits of 
the people change there is a grave penl to the gold reserve of th^ 
Central Bank The Bank management would have to be cautious in 
permitting the free use of the gold bars for all purposes, monetary as 
well as industrial While these precautionary measures are justifiable 
the real gold hacking of the Bank currency which is the only thmg 
understood by a layman should be steadily increased 

There might be certain occasions which would give nee to 
an external dram of gold At such times the active gold premium 
policy may be judiciously pursued Gold bullion has to be bought 


^ XtistbeBiitiBfadoctniieofgoIdreBerTBtbathaBtobBcopied A leBene » 
to be used in times of emergenciee The continentsl doctrine bolde that gola reserves are 
to be Bccnmulated, ndverlised and admired It » indeed strange that tbe U S A. potsoed 
tbiB policy and cheeVed tl e payment of gold in redemption of P E Notes dunng the period 
of tbe rcment war See A P Hepbum, A History of Corrancy in tbe United Kingdom • 

*» It was decided to have 10 lakhs reserved from the annual eorplus for the of 

gold to memtam the gold bullion standard with a ceitam nmnno t of Bee 

in 1026 27 

» This actoal piooedare was adopted by the Prenoh Government when the Bold 
bnllion standard was adopted m 1928 ° 

“ It hae Its own attendant disadvantages for It tends to encourage the importera of 
specie as against importers of other commodities It also tends to lower the gold import 
point St the expense of the 0 B Bank which pnrsnes this policy Thirdly, if gold at^ 
before the matniity of loan it tends to depress the rate of interest in the money market and 
vonia defeat the object of the 0 Bank if it attempts to tighten V e market retest that fame* 

9 
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to?a ** ® higher price per 

or tariff and ih °°*“® c»“ *»e porchased at a stated price 

or tanff and the pnce cap be altered whenever the Bank wisheTlo 
en^^getbeimj^rlationof specie.** Both the Bank of England 
B Bank of Erance pnraae this system to enconrage the free 'flow 
of gold into the country. Again the practice of intetesWree loans' 
on large gold imports can be pnrsaed with the sole object of increasing 
the import of gold.” Even the Bank of England pnrsnes a 
similar policy in allowing the importer of gold bnllion the nse of money 
against secarities free of interest for 10 to’ li days with the nnder. 
taking to pay in gold. Similarly there would arise oocasmns when 
the import of gold has to be checked by the C. B. of Iwne. At each 
times the import of gold baa to be repelled so as to check gold inflation 
‘ and the following recognised methods in this direction have to be 
followed. The Central Bank can deter the free inflow of gold ship- 
ments. .When exchange is favonrable and the gold import point 
has been reached the G. Bank of the conntry can pnrcbase the ex- 
changes of the other coontry and thns prevent the possibility of any 
profit on the movement of gold as a pore exchange transaction. !Ebe 
Central Bank can lower the discoant rate and gold inflow can be 
stemmed by this procedure. The G. Bank can pnrsoe delaying tactics 
and prolong the necessuy formalities in assaying gold and cause the 
profit arising out of this transacKon on gold shipments to pracrically 
disappear. It may even inflict a loss by pursuing this procedure. 
This is what the F. B. Banks were doing during the autumn of 1928 

when the prolonged boom on the Stock exchange could not be curbed, 

by raising the rediscount rate. In spite of deterrent rates the F. B. 
Banks could not secure a tight hold on the wild gambling tendencies 
on the N. 'S. Stock Exchange transactions and any im^rt of gdd 
bom the Bngh’sh consumers into the American Banking ^stem 


a Sea tteGeram Barit Ia5ttfiyCoiaffli««on of mp.®. 

W ft* A O.WWtw*er,“ The Foreign Bxdiango, pp.n«e* 

« Syatema of Bngbnd. JeoUend. R«ce. 

- .|>a Italy, S. Monetaty Commi«»onf pp. 88, Sid# 867. 
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VDoia l»vo depriwa ftem of the very little power they were 

oret the money martot. Kmeitfetheecknowleagedanty of OenM 
Banks to take precautionary measures so as not to complicate &e 
domestic situation by allowing the free inflow of gold into the 
money market and tending to aggravate the q>eoulative tendenmos 
farther. 

Other countries will certmnly set up the cry “ that India is 
beginning to make a scramble for gold.*' They will look askance 
at the very reduction of the minimum quantity of bullion from the 
Hilton-Young Commission’s high figure to that of 40 tolas fixed by 
the Currency Act of 1927; But it must be remembered that even 
Becardo in whom originated the idea of the gold bullion standard, 
never set up such a high figure as 400 oz. for the United Kingdom.^” 
If the Central Bank is free to pursue the well-known measuxes to 
attract gold so as to strengthen the gold holding of the county, the 
other countries should not misunderstand this action as calculated to 
drain away the world’s supply. It is the bounden duty of our Central 
Biuk to co-operate wholeheartedly with the other Central Banks for 
the purpose of securing the greatest possible economy of gold. Inter- 
national bankiug co-operation has become the order of the day and 
during the course of the last two years the elasticity and efficiency 
of international finance increased to a remarkable extent. Onr Central 
Bank mast move with the times and float on the cnrrent of inter- 
national banking oo-opeiation or be left behind.’^ 

Another reason why a high proportion of gold seonrities has 
to be kept by the C. Bank of issue in the initial stages is that good 
commercial bills are scarce in this country and hence full freedom 
dionld be granted to the Bank Executive in this country. As pointed 
out elsewhere it would be keeping in conformity with the existing 
practice of all 0. Banks of Issue created after the recent Wat. 
Interest-bearing foreign exchange is preferred by them to the h^Ming 
of actual gold.37 ^ 


“ BSsBDggertisniraBlorgoMbBrBofeOotmceBciily. 

Centr.1 Banking 0«pet.ti<m » ddiwtnd nnd« 
the of the International Fellovahip Sociei; at Goeanada, September, 1880 
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Although it is easy to decry this tendency for stipulating a 
high proportion of liquid gold as displaying the old mercantilist 
tendencies ,n these enlightened modern days, ire think it would be 
essential to beep this high proportion of liquid gold in order to satisfy 
the layman who requires a solid and visible backing for the currency 
he uses. He would certainly misunderstand any large holding of 
silver in the reserve of the Central Bank. He would consider the 
standard to be still the ''independent silver rupee standard." If the 
gold bullion standard means any real change from the old monetary 
stondard the silver assets would be an encumbrance. They would 
be of assistance to the bank only so long as there is demand for the 
silver rupee. Increased amonnt of silver Rupee coins should not be 
held. We must decry the attempt to dominate the new>bank-note 
issue in terms of increasing quantity of rupees bqrond the one re- 
commended by the Hilton-Yoong Commission. This attempt is 
nothing but an unwise perpetuation of the state of " dyarchy " 
existing in our currency organisation. All this has arisen on account 
of the Hilton-Yoong Commission's recommendations. This attempt 
is nothing but failure to keep the old paper currency issue issued by 
the Government and the new bank-note issue logically separate. 
As has been suggested a separate provision of cash reserve for 
encashment purposes for the Government notes and for bank notes 
would have been more logical. Although it is in the interest 
of India to proceed slowly in the matter of demonetisation 
of the silver rupee still an increased bolding of the rupee 
stock would not give much confidence. After all the banks’ liability 
is to pay in gold bullion and not in silver so the rupee stock need not 
be maintained on a large scale. Why then keep more rupees in the 
reserve for notes expressed in terms of gold? The liability for the 
redemption of the rupee is indefinite and would grow less with the 
time and the people would be forced to circulate it to satisfy their 
commercial needs. Any undue increase in the holding of silver rupees 
on the ground of excessive holding of silver rupees in the present-day 
composition of the P. C. Reserve will perpetuate for a very long 

« See tte paper 01. the»Patn«of tbo Gold Exchange Standard by Dr-F- MlynaraW- 
Pepeta pnbI.8bod by tba Gold Delegation Committee. 
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period our bondage to silver.*® What is required is that people should 
be inured to the use of bank notes and curtail their dependence on 
silver as early as possible. When the psychological moment arrives 
it can then be declared no longer legal tender. Demonetisation has 
to be affected as soon as circumstances are propitious. It is quite 
possible that the new bank will be confronted with large and increasing 
quantities of rupees issuing out of hoards as the people begin to realise 
that it is the consistent policy of the G. Bank to popularise the Bank 
note. Surplus rupees would have to be returned to the 
Government who would have to convert them into gold securities 
out of assets obtained from the sale of silver or by borrowing for 
t^iis purpose. 

The holding of the Government of India Kupee Securities in the 
reserve as it is now done in the P. G. Beserve has to be continued 
though to a limited extent and a margin must be left for the holding 
of legitimate commercial bills. The prime object is to leave the ‘Bank 
the greatest possible freedom from mechanical restrictions in pursuing 
its reserve policy. Otherwise the rigid adherence to laws regulating 
the composition of the reserve would curtail the independence of the 
Bank Executive and as they have to manage a bewildering stock of 
gold, domestic and foreign bills of exchange, silver rupees, rupee 
securities (a relic of the old regime) and gold securities against the 
note-issues, any attempt to fix rigid restrictions as regards their 
respective amounts would be futile and the Bank Executive would 
only be pursuing a will-o’-the-wisp. One fails to see what the real 
benefit would be in suggesting the incorporating of rigid restrictions 
in the respective holdings of the metallic reserve which can only be 
realised after a lapse of 10 or 20 years. 


The Rate o] Discount. 

Thw 18 the ohiof means at the disposal of the Oential Bank 

proportion between 

the goid holdings, the note-issne and the volnme of emdit. The 



70 


PSESENT-DAY BANKING IN INDIA 

adminiBtration of the discount rate policy of the Central Bank should 
be, broadly speakiug. on lines similar to those adopted by other gold 
standard countries. Domestic inflationary and speculative tendenL. 
the volume of credit, the movement of prices, the level of foreign 
exchanges, the condition of domestic economic conditions and changes 
in international business conditions must influence the decision of the 
Board of Directorate of the Central Bank in fixing the bank rate. The 
percentage of cash reserve or gold holding alone should not be the sole 
determinant of the bank rate. 

There are two illustrious examples before us and the suitability of 
the first or the second method in fixing the bank rate would have to 
be discussed in detail. Normally speaking in England the bank rate is 
above the market rate of interest on similar types of commercial 
paper. In the U. S. A. ^e discount rate does not follow the above • 
rules but it ranges between the open market rates for ninety days 
banker's acceptances and 4 to 6 months commercial paper. As Burgess 
puts it " the discount rate moves within a ribbon whose borders are 
the commercial paper, rate and the open market rate for bills. 
Although the two countries charge the discount rate on quite different 
principles ** the cost of obtaining reserve funds is relatively the same 
and not far distant." This has been due to the fact that "a fair price 
is charged for the reserve funds." 

Which of the two precedents can be of use to our Reserve Bank ? 
Have we to discard both these precedents on aocount of our very 
different banking organisation ? The Barth rate which the Imperial 
Bank charges is the rate on advances against Government securities. 
The Imperial Bank Hundi rate ia the price charged for discounting 
bundles and the bazar rate for bundles is sometimes lower and some- 
times higher than the Imperial Bank Hundi rate. When necessary 
the indigenous bankers or shroffs sell the hundies to the Joint-stock 
banks or the Imperial Bank. The ordinary joint-stock banks usually 
chiirge a U^er rate than tha bank lata. fat advances. As this sMbs- 
tion is different ftom that obtoiing in Bagland or Am^ the 
adtsMKty ol their bank rate policy hss to be disons^ in d^ 

In the Indian money markot there are no M 

hare means ratae on enelomare’ tame mada imder cash aredit 
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Bvstem. The rates for such loans are not strictly highly competitive 
but ire known to the Imperial Bank and they may be uniform m fte 

important national money markets. It is these customers loans that 
would have to be rediscounted with the Central Bank of Issue unm 
bill acceptance and an open discount market is developed. This 
rediscount rate for loans ought to be difEerent and higher than re- 
discount rates for hundies and few bank acceptances that might be 
created. In each of those cases the rediscount rate should be higher 
than the market for that particular type. Until a bill market is deve- 
loped and bills are held in the portfolio of the banks as their secondary 
reserve the rediscount rate for acceptances will not become all 
important. 

When these are to be bad in sufficient quantity the rediscount 
rate can be kept far below the rediscount rate for loans or advances 
*on Government paper or commercial paper based on the cash credit 
system. In all these cases of rediscounting the Central Bankas policy 
should not he to make money artificially low or artificially high. In 
such a case the true equiltbrium will he destroyed. 

The English bank rate is a penalty rate and dissuades members 
from borrowing by this means.^^ Again there is a uniform market 
rate there, which banks charge their customers. Such rigid uni- 
formity does not exist in any of the money markets of this country. 
Besides there is no competitive market for money. Hence the problem 
of levying a penalty rate would not be solved easily. But this much 
is certain. Whenever scheduled banks tend to overborrow penalty 
rate has to be imposed. 

If this be not acceptable it remains to discuss the possibility of 
accepting the second method. Although our Hundi approximates 
closely to the commercial paper of the American money market, still 
the bill rate does not exist for few bills are drawn in internal trade 
transactions and accepted by the banks.*® Besides there is a tradition 
which exists in the American markets which dissuades the member 
banks to borrow on all occamons. It is not only true that the Central 


® The Centtd Bank of Bwiteerland, the Beak of Sweden, the Ban k of 
of Genneiqr eunilatly maintain their bank rate at a higher level than 
This » the pdiqr of ahnoet aD the Eniopean Central B.ni» 

« Bee Mr. A. Bowie’a Evidence hefore the Hiltoa.Tonng GommiaBion. 


Bkance and the 
the madnttate. 
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Bank, i.e., the Federal Beserve Banks, carefully scrutinise their 
position but some suspicion, if not aspersion, is cast against these 
habitual borrowers and “ no bank can hope to run counter to this 
wholesome and desirable public sentiment.” Without such a tradition 
on the part of the Indian public it would be impossible to deter our 
scheduled member banks from freely tapping the central reservoir on 
all occasions and making a too free use of the rediscounting privilege 
and thus tend to destroy the liquidity of the banking system. Hence 
it would be dangerous to keep the bank rate always lower than the 
market rate for bank acceptances. In as much as the member banks' 
endorsement is to be had in the case of discounting by the Cental 
Bank the price for this endorsement has to be ascertained If the 
Central Bank charges a rate which represents the true value there 

Luld be no temptation to the scheduhd or member banks to borrow 

Thrt!ue'vaTue*of thf Bank’s endorsement and the discount policy 
1 AJRcovered by a process of trial and error just as bas been done 
^1^1 Reserve Banks. The Central Bank’s discount rate wdl 
by the Federa nnd the price charged for bank 

be between the bam rate open market. When once this 
acceptances by the bankers i e -jrived at the other 

open market rale for dienld be preetioaUy 

money rates in our Reserve Bank’s discount rate. 

- irxr: “ 

•irra^ll-cS^rrerTVpm^n euobeaaepma 
snccessfully. discounted should be short4erm 

The commercial bona-ii* commercial transactions. 

selfMqmdaUng hills rer^enU g the bank rate should be 

Dieorimtoaloty rates of ® .^cks collateral for sp^- 

Lombard Loans and a.e B-nk of 

vmoxpn in tbe London Money Market as w. 

" “ «Ta Mghor rate than the cfBoial ^ 
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be created by low rates of interest on the part of the Central Bank and 
activity on the part of the indigenous bankers, shroffs and banks in 
accepting, buying and selling freely the bills of exchange. Bank 
acceptances arising out of foreign trade transactions should also bo 
rediscounted by the Central Bank whenever it is possible to do so. If 
these methods are adopted it can be seen that a satisfactory develop- 
ment of the discount market would continue. These were some of the 
very methods adopted by the Netherlands Bank to create a discount 
market in the country.^* The Central Bank of Issue should always 
possess a portfolio of best bills of exchange or of a relatively small 
amount of most desirable forms of short-term Government indebted- 
ness to be used for mobilisiug funds from the market or “ mopping 
up” the surplus when it is considered necessary to control the other- 
money rates in the money market. A stable rate of discount is of the 
greatest importance to the nation. It should be raised not needlessly 
but only when economic conditions such as unfavourable exchange, 
volume of production, domestic speculation, activity on the Stock Ex- 
changes and high rise in the general price-level demand such an 
increase. At such times it has to raise the bank rate to any heightr 
whatever might be the state of the reserve, if the volume of credit 
fails to call forth a corresponding increase of production and 
when speculation and inflation begin to take place. The C. Bank 
should discount liberally but always at a high fate dfiring the 
period of crisis and this is the only method by means of which 
the disastrous consequences of a crisis can be averted. As MacLeod 
says, *' the restriction theory in a commercial crisis is a fatal 
delusion. The only way to avert an impending panip is to give 
prompt, immediate and liberal assistance to all houses which can 
prove themselves to be solvent at the same time allowing all houses 
which are really insolvent to go to the wall.” Ti,g' q 
should not raise its discount rates during purely 'seasonal drains' and 
‘speculative drains.’ A recent writer prepaies a chart to show the 


«s See the English Bdilion of the Report of the Nederlands Bank, 
from the Economio Journal, Beeember 1037 , pp. 622 - 31 . 

* See H. D. Uaidjeod, " Eleinente of Banking.” 

10 


1026-37, adoptei 
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seasonal trend in rates of interest. Both the monthly averages and the 
general averages for all months are useful for the administrator'or the 
Government OfiBcer-in-charge of the Paper Currency machinery and 
to whom is entrusted the task of providing seasonal currency. The tosh 
of issuing additional currency in the busy season is the sole duty of the 
Central Bank which is to act as the currency authority at the same 


time. It is doating credit that is required by the borrowers in the 
money market. Whenever there was an abundance of such floating 
credit the bank rate never rose to a higher proportion than 6 per cent. 


in our money markets. This was the case during 1914-15, 1917-18. 
and in 1925-26. So a liberal supply of note and deposit currency at 
that time would suffice and the C. Binker can easily provide such 
emergency currency at the time of periodic calls in the busy season. 
This is the ideal and universally accepted solution. 

If an abnormal feature like the Government manigement of cur- 
rency were to exist it would be incumbent upon the Government 
administrator to provide emergency currency at a scale o 
acceptable to the barieesa pebUc. Bel there is eo need in his b»k 

on tanking.*' which insista only on the ideal mansgemeet that ban 


n Br.B. 

qaantilativc nieaan«mei.t of ® ‘ a,, banking aystem of the country 

the question of penodnaly. 7 ^ present-day se-isonJ emergency 

™l. ™iia Hi. ww,. 

1 «, <4 ’ 'r.2i «.»«' a'”"™*- man »n.«« 

- rrriirra 
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tobeattaiiiea,(oai«!D»a6K.ileof charges which the GovemmeDt 
(currency aathmw have to bear in mind in providing eme^n-v 
omiency which most be eecnred not only in a enfdoienl quantity to 
satisfy Jegitimalo needs of trade bnt also at a rate compatible with 
the economic interests of business. 

The keeping of the exchange value of the Bupee at 1«. 6d. and 
the par points round it would be one of the bounden duties of the C. 
Bank and the most helpful thing. In this direction, apart from ’the 
credit control it can exercise is the acquisition of a portfolio of foreign 
bills drawn on gold standard countries. This is the only safe method 
of rectification of foreign exchanges apart from control over internal 
credit situation. Active buying and selling of foreign exchange whei^ 
the market rates deviate from the normal specie points is the ' only 
method of stabilising exchange within the specie points. This was 
how Austria stabilised the exchange value of the krone during the years 
1923-26. The basic idea underlying the operations of the Exchange 
Equalisation Fund is the same. The proposal of dealing in forward 
exchange suggested by Prof. Keynes is a valuable aid in controlling 
the exchange variations, in restricting credit or relaxing credit. Sub- 
ject to certain limitations this method is as useful as the one of 
permitting the C. Bank of Issue to vaiy its baying and selling prices 
of gold by a margin of 1 per cent, round the statutory prices. 
Foreign gold bills are considered as valuable assets, important substi- 
tutes or complements to the metallic reserve and form a part of the 
foreign assets of the Central Banks of other countries. First rate 
Government securities and bank balances in foreign centres ore consi- 
dered as legally equivalent to gold. The following table shows the 
foreign assets and gold held by some of the Central Banks.** 


« The well-known limitations are that excessive TwristionB in foteign ezcbantte rates 
mean that acceptance bnsiness is liable to be defeated. The forward exchange market of 
^.nnnde^Ioped type as that of India would be unable to absorb such hnge one-sided 
jmtiona. The astnmmg of the exchange risk has to be done by the 0. Bank See 
». a. Hawtrey. '• The Art of Central Banking.” 

on a" Statistical Tear Book, 1930-31. The League rf Nations, 

0. tollttiM rftb.P.B.S0MaoftI»U.B.A., a.prtt.«l 
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Name of the 
Central Bink 

Domestic 
rurrencj unit 

Enil of 
1018 

1921 

1SI25 

1027 

1920 

losn 

Union Bank of 
South Africa. 

Gold 

Fn Assets 

8-2 

10-8 

2-2 

8*0 

68 

8-2 

77 

7-5 

6-6 

6-9 

6-0 

National Hank of 
Egj-pt. 

Gold 

Fori-ign Asset 

21 

sl*G 

3-4 

48-9 

84 

42-2 

88 

282 

8-8 
28-3 : 

4-1 

20-0 

' Canadian Banks 

Gold 

46 

68 

88 

98 

88 

98 


Fn. Assets. 

87 

112 

209 

210 

72 

8f 

U.S.A. 

F.Il. System exciii- 

Gold 


2242 

1940 

2030 



ding certificates. 

Fn. Assets 










Bunkof Brazil 

Gold 


450 

4.54 

407 




Fn. Assets. 


300 

113 

362 



B(ink of Republic 

Gold 


0-6 

15*0 

20-5 



of Columbia. 

Fn. Assets 


18*7 

21-3 

23 7 



Bank of Japan 

Sold at Home 







Gold and F.A 







The Bcichsbank oi 

Gold 







Germany. 

Fn. Assets 







Tb6 National Bonk 

Gold 

846 

378 

380 

710 



of Belgium. 

Fn. Assets 

232 

42 

42 

525 



The Bank of France 

Gold 

3517 

3661 

8684 

3681 




Gold abroad 


18C4 

1864 

1864 




Fn. Assets 


69 

64 

61 



The National Bank 

Gold 

25 

64 

66 

76 



of Greece. 

Fn Assets 

227 

793 

1121 

1865 



The Bank of 

Go»d 

85 

128*6 

144-6 

152-4 



England. 

Fn. A8S''t8 

— 

— 

— 

— 



The Bank of 


102 

237 

230 

280 



Sweeden. 

Fn. Assets 

112 

187 

202 

264 



The National Bank 

Gold 

170 

606 

467 

617 



of Switzerland. 

Fn. Assets 

88 

198 

222 

198 



Italy Banks of 
Issue. 

Gold 1376 

Fn. Assets 197 

1550 

157 

1558 

192 

1598 

1078 



•National Bank of 
Bumania. 

Gold at Home 
„ Abroad 

152 

185 
, 428 

139 

428 

150 

428 



The Commonweolth 
Bank of Australia. 

Gold 

Fn. Assets 

4*5 

54*9 

41-1 

26-8 

49-1 

20-7 

66*0 



The National Bank 
of Austria. 

Gold 

Fn. Assets 


11 

866 

15 

567 

84 

658 
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I'rom to table it « apP>«»‘ «>« «oeBt tenancy 

of to oewly eatabbAed baoka .a to aibafatute m^b ^ 
forngnoKhaiige for gold »» Some of toae 0 Banto '*>1® “^ 

foreign oMhangea too gold Thongh to tendency baa been aoottrf 

as a result of the temporary abandoament of the gold standard by 
G Britain it is likely to be resumed as soon as the international gold 
standard is resurrected In spite of Dr Mlynarski's scathing critimsm 
the Gold Delegation did put in laudatoiy remarks concerning the fitness 
and utility of the Gold Exchange standard system to the capital-poor 
countries of the world The use of interest bearing substitutes for gold 
instead of a high pioportion of idle specie is also a well-known prac- 
tice of the C Banks of Issue They clearly recognise that the gold 
reserve is a cause of waste for the Central Bank ■*' 

The rationale of this tendency to pay greater attention to foreign 
exchange reserve and keeping it higher than actual gold reserves is 
simply this The mam advantage in this portfolio of foreign bills is 
that adverse foreign exchange can be met suitably without raising the 
bank rate and contracting credit and prices This is one of the well- 
known and desirable methods of the C Bank to check fluctuations in 
che bank rate The holding of the secuiities is not so advantageous 
as the holding of the foreign bills Securities cannot be sold for 


^ Bee iihe rnlea gnidiog the cash reeerve of iba Bank of England and Albania “ Gold 
not less than one tbitd ahonld be kept againet note issue The Board of DneotorB have 
the povet to detemune the place 'whera the reserve ehall be deposited On the demaiQn of 
the Board of Directors pert of the said reserve Tvlncb may in no case exceed tvo-thirda of 
these, may oonsiet of stable, gilt-edged foreign eecantieB By the term “Poreign 
Beonnties la meant (a) foreign bank notes not snbiected to nnnsnal flactnatione in 
exchange, (b) foreign traaenry bills payable in gold or m specie not eabjeot to nnnsnal 
floctaations, (o bills of exchange expressed in fon%gn valuta not snbject to nnnsnal flnctns- 
tions payable on the leading markets of Enrope and Amencs at not more than months 
and endorsed in every case by 2 persons Bignotoriee to tbe bill and of KwngnwS aolveni? 
or by a bank of nndoobted solvency Poreign secaritiee may also consist of assets and fnnds 
available at aay amonntand mthoat natnction deposited in banks of nndanbted solveney 
in the leading markets of Bnrope and America (Sea Spalding, "Dictionary of World’s 
hnrreneieB and Foreign Exchange p 8) 

“ Aceordmg to the P B Board s calculation (March, 1927) the leading Central Ua«in, i 
held hqnid foreign assets to the amount of some one billion six hundred million dollars of 

which approximately one billion were held in the U S A 

® See Idesse ‘ The Evolution of Credit end Banks in France 
Bee also Wbitadccr * The Foreign ExidiRnge, p 674 
Bee also the Benewal of the Beiohibank Charter, pp 86 40 
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ST^ rr“ F“““ 

off from lie finanaal canirro in which the ameh, hero b«n piW a; 

It « the doty of the Centml Banter to bring eapert, and import, 
m,o a normal balance.^ In ca« of nnfavonmMa telance JX 

of nataral correctives can be inroted. Export, can be afimnlatea Iw 
the encouragement of home production and industry. Artifidol res- 
tramts on trade can be rectiBed. Internal prices can be made 

to move in line with international prices so that foreignera may 

end this country- a good place in which to bay. Such measures 

must be taken by the 0. Bank of Issue so that the aufavonrable 

balance of trade would not hrst of all reduce the foreign credits 
of the Central Bank maintained specially for (he stabilising of 
the exchange rates. Secondly, the drain of gold from the country 
would endanger Ibe ability of the C. Bank to control the credit • 
situation. Foreign Joans can be arranged in times of excessive fall 
in esebange rates. If foreign credits do not prove sufficient to 
support exchange, recourse to foreign loan can be arranged, and if 
supplemented by the internal loans the unfavourable balance can be 
corrected easily. The proceeds can be utilised to build foreign 
credits for supporting the rate of exchange. With tfae reguisite 
control over internal prices they can be soon brought back into line 
with the world prices and exchange rates would then tend to remain 
within the pat points. As soon as this is reached the 0. Bank can 
recede from the foreign exchange market. 

The Jniemal Credit policy. 

Blrewhere, I tore pointed oot the mrane and mechammof 
credit regolation ported by the Central Baato.« Bnt regalation 

to “ Oatol B»k a i™. .»1 « 

BelatioM with the ftimineieial Banka." 
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by a C B of Issue would be an entirely new innovation in our money 
raaiket Clear cut conceptions should exist as regards the desirabi 
hty of such control and the means of controlling the general credit 
conditions should be well understood by our people The continuous 
regulation of the credit conditions should be m the wider mlerests 
of the public welfare The rate at which credit is created should be 

high enough to protect gold reserve and prevent inflation but yet not 
EC high as to depress domestic business or make it impossible to 
relieve trade depression All the operations of the C Bank should 
be guided by the sole principle of accommodating the legitimate 
n eds of commerce and trade There should be no favountism to 
particular customers, nor any special touting for business All 
borrowing banks whether big or small, should be treated alike and 
credit placed at their disposal at uniform rates applicable to all but 
only to the extent of their financial standing With proper information 
collected from original sources from the published reports of central 
trade associations by a qualified research staff as regards bnsmess 
conditions, labour employment and unsold stock, the Board of Direc 
tors of the Central Bank has to regulate its credit policy on the basis 
of the economic data before them Bor a long time to come, mere 
rnle of thumb methods would guide the determination of the credit 
policy of our Beserve Bank But any due and adequate business can 
actually fortbcome as a result of its proper understanding of the con 
ditions of the borrowing banks, money market rates and conditions, 
gold movements, movement of funds inside the country, broker’s loans. 


interests of banks and shroffs, saving bank deposits, condition of the 
foreign banks of isbue money rates abroad, foreign exchange rates, 
and domestic and foreign financial sales and stocks of business houses 
The Central Bank would have to collect all this data from the different 


parts of the country and covering over a wide range of business and 
banking interests The ordinary banks would have to issue monthly 
circulars deal ng with monetary and miustnal affairs of their cus 
tomers and more trade associations such as the jute and tea trade 
liossess would hue to furnish reliable data to the C B of Issue 
Sheltered indiistiies would have to do likewise Employers of 
„,i„rtne, wonW have to cooperate with the Central 
inkers and enibln him to know the yolnine of prodnotion and the pace 
of .1. development Thn Government .tself wonld have to mane a more 
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•crarate general purpose' indes-nnniber 
-‘oniving. wholesale prices which 

in^es-number of wholesale prices alone^ 

slaLlTT can pursue rationalisation and Ue 

stabilisation programme thus indirectly aiding the C. Bank Lts 
attempts to level down serious Buctuations in commodity values with 
all their attendant and disastrous effects on labourers, the consumers 
and the general investors. They can also co-operate in the conducting 
of a census of industrial wages. 


An enlightened regard for national interests must be the corner- 
stone on which the business of the C. Bank should be conducted. 
It should create credit adequate enough to satisfy the legitimate 
requirements of business. The financing of industry or agriculture 
should receive doe and adequate attention. The increase of co-opera- 
tive paper that can be discounted from the Provincial Co-operative 
Apex Banks by the Central Reserve Bank can be limited to nine 
months and any extension beyond tbe actual season's period has to 
be deprecated. A judicious renewal of such paper to deserving 
Provincial Co-operative Apex Banks would meet with the situation. 
A Central Bank requires high-grade commercial paper which is 
promptly paid and the completion of each transaction should have 
an automatic effect on the volume of bank currency. It is also 
inevitable that until a discount market is developed the rediscounting 
of the few available hundies and bills would not satisfy the needs 
of the situation. For .several years to come loans to scheduled 
banks against promissory notes and under adequate safeguard will 


H It is impossible loconstrnct an all-InlialDdex-NuiDber while accorate statislics ol 
pnees ara not available. The construction of at Index-Naiober br the aggregate expeaditnre 
luethod is feasible and its resulu miglil be checked bv a collection of family budgets. Tbe 
Bombay Liboor Office pnhIisheJ its Index-nnmbsr of ihe cosl'o: living of the woikiiig classes 
in 1921 In Bihar and Orissa Index-nnmb.Ts are being framed at six centres The' Labonr 
S^aiialies Boresn was established by Burma in 1920 and only ju,t recently the cost of living 

of” the working classes has been analysed and separate Index Numbers hare been wnri^ 

for each class fl9S8). For collecting statistic of prices the ocnstruetion of an Index-Nnmbw 
^■«,r to the aggregate earendifure method roust be done and the 'weighting of the 

• Le of India L a whole. This would give a fairly reliable indication of mflaton « 

in tbe matter of family Index-Nombem. 
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remain the major form of accommodation 'which the C. Bank of 
Issue can give to help the financing of the crops and industry. Our 
inland trade which is roughly fifteen to twenty-two times larger 
than our foreign trade is mainly financed by promissory notes on 
demand backed by good names, no doubt, but without any due 
date fixed therein. Such instruments, however, can be rediscounted. 
Trade promissory notes representing actual sales and drawn for a 
period of three months should be freely rediscounted by the 0. Bank 
for the scheduled bank«».“’ The quality of credit would be practi- 
cally at the discretion of the scheduled banks and it is over the 
volume of credit that the G. Banker can exercise influence. The 
scheduled banks would borrow as soon as their cash position is 
deficient and the Central Banker cannot afford to influence the 
character of employment of credit created by him except in so far 
as the type of eligible paper is presented by the borrowing banker 
for securing the credit. As the initiative lies in the hands of the 
borrowing banks some methods of curbing their anxiety to tap the 
Central reservoir of credit should be devised. The traditions against 
continuous borrowing do exist in our market to a certain extent but 
much reliance cannot be placed on this traditional convention or 
tendency. The Central Bank must be armed with measures which 
enable him tj check this undue creation of credit. The bank rate 
weapon and the open market operations are the usually recognised 
means for this purpose. 


Loans, 

The maintenance of a minimum reserve to be kept by the 
incorporated banks with the Central Banks involves the obligation 
to make loans to them and thus follows the necessity on the part 
of the C. Bank to be on guard against bad loans. This would 
introduce standardised methods of accounting and reporting and 
must duly bring in its train the needed examination by the G. Bank. 


» I ««»g“isc the difficulty of MgoUating these and DB the rate of interest is fixed and 

e^jpressed on the promissory note the rediscount rate must be at a level eW a ! 
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This would be a new but very wholesome innoration in Indian 
teotog p„.cto. A staff of bank saamiaera .ho would ho o^^ 
With the oth^ examining anthoritiee of the joint-stock Lks « 
would have to be created to ensure the safety of the loan. Bxfensira 
credit files would have to be maintained and the weeding out of the 
incompetent and inefficient scheduled banks would have to be rigoroos- 
ly done. The C. Bank policy should always be to extend to each 
scheduled bank borrower such discounts and advances as may be freely 
and reasonably made with doe regard for the claims and demands of 
other member banks. Impartial service to all borrowing banks should 
be the watchword of the G. Bank. 

Loans ought to be granted for a limited-period to bank borrowers 
on the security of gold or silver or documents relating to their ship- 
ment or storage, on negotiable paper as can be discounted by itself 
or against merchandise stored in the bank’s godowns or bonded 
warehouses to the extent of two-tbirds of its value or against 
Government and Trustee securities or foreign bills that can 
be discounted by the Central Bank itself. The short-term 
advances that can be made to the Government must also be limited in 
amount and no such advance ought to remain uncollected at the end 
of twelve months. At present there is no open market for the 
Treasnry bills and it would be the cardinal duty of the Central Bank 
to encourage dealers to buy and sell Treasury bills and always stand 
ready to purchase T. bills from the dealers when the market becomes 
congested or when money becomes firm with the result that call money 
cannot be secured from the banks at a cheap rate to finance their 
transactions. The F. B. Banks always undertake to purchase their 
T Bills from dealers at such times and this is done on the understand- 

in'fr that they repurchase them at the end of fifteen days. Then the 

driers bu V and selUheT. certificates at the market price and the 
ct»«ou of this market mau the T. certifloeles » deaimble torn 
employtag smplus funds. The ubseuoe of snob a martlet far T. Bills is 
lhe**W dissdTimtage end the Gorerement are not aid^ra tbs matter 
of tbmr ehort-term debt by the money market and high pnces are 
tog paid for aeir sale." Tlere baa been some aUgbt improve- 

B See chapter 03 nBDkingIrfgi8l«>i«»* 

B See the cb-pter en “ E«ent Monetary Hefonn. 
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mentm Uiis teectoon The Government were able to borrow thiw 
month'B money at m.averi«e rale of 168% per ennnm againet 1 

m the year preeearng lV,de Controller of Cnrreney Eeport, 19^ 
35, p 11) After the advent of the E Bank conditions have markedly 
improved and the lowest return on Treasuries can now be secured. 
The average rate for accepted tenders being eight annas and four pies 
per cent per annum (July, 1936) 


Administration and Management of the G% Banh. 

When currency, credit and discount-policy can be decided by the 
C Bank there is no reason why all the members of the Board of 
Directors, nominated as well as elected, should not be Indian 
nationals or foreigners by birth but who consider India as the land of 
their domicile In the reorganised Beichsbank the managing Board 
(Beicbsbank s Directorium) consists purely of G-erman nationals It 
IS only in the General Council (General rat) that seven foreigners 
are allowed and the main functions of the General rat are (a) to 
elect subject to the approval of the Beich’s President its Chairman, 
who IS also the Chairman of the Managing Board, the President 
of the Bank and its managing director, (h) to elect the Commissioner 
for the note issue by a majority of nine members six of whom must 
be foreigners Apart from such control over the Banks as the 
General Council may exercise through its electoral powers, its func- 
tions under the law are advisory — ^its formal assent not bemg legally 
required for any decision of the Managing Board Thus it is apparent 
that German nationals alone can control the real policy of the Central 
Bank 


Annual Report 

The C Bank should publish an annual report contaimng a clear 
statement of its operations so as to enable people to realise how far 


Kisch binrever does not seem to appreciate this point bat sbjb that dne to pocnliat 
arcnmstancea the General Council must include seven members of loreign nationality. 
He does not however meniiou that even if foreigners were to be present here the 

mZra»“u,”M "“"J O"*"! eo (p»i 
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the institatiou has been satisfactorily working 
observers may make important euggestioas 
of the C. Bank. 


and the more intelligeat 
for improving the work 


Co-operation with other C. Banks. 

It has already become the accepted practice of the C. Banks to 
confer with each other and outline their poh'cies with a view to secnie 
the greatest possible economy of gold for it is feared that the world's 
production of gold would be on the decrease and a fall in world prices 
would be inevitable under such a regime of diminished gold prodnc- 
tion. To prevent long-period fall in world prices ameliorative action 
wonld have to be designed by the Central Banks and they would 
have to be loyally carried out in all countries so that this danger can 
be averted. It is already apparent that something has been achieved 
in this direction by almost all conntries redncing the amount of gold 
in circulation and as the credit structure is being perfected in these 
advanced countries the use of additional gold is discoantenanced.^* 
The hoarding of gold coins and bars is discouraged everywhere. 
The 0. Banks are mobilising tbeir gold resources and are actually 
boldingmoregoldresources than in the pre-war days. If, after all, 
the anticipated decrease of world’s production of gold were to take 
place, the 0. Batiks can and must co-operate with each ofter and 
attempt to settle trade balances fay means of international securities. 
The reserve proportion needed can be reduced farther and excess gold 
liberated to fill up the gap produced by diminishing gold prodnction. 
Propaganda for lessening the industrial use of gold should also be 
undertaken. Kesort to barter to satisfy one another’s requirements 
can also be thought of. At such a time it would be the duty 
of C. B. of the country to carry out loyaUy the suggestions intended 
for further economy of gold and readily share the burden of the 
world’s gold standard system in common with the other C. Banks.*® 


« See Prof. Treatise on Money Alowst 

rdd bM been witbdtnwn from circnlaiioD. It no longer pseses from 

: 8 SeTir article, *’ America’e Abandonment of the Gold Standard.- October. 1033; 
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The prectieel diffieuHie, fn the path 0/ the Central Bank,. 

People eoteitoiii eome doubt ee to the praotfcabiHty of » en^ 
t„l and rfteotivo workiog of Central Bank in this oountay. It has 
indeed, a rough and togged road to travel before it ean overoome the 
traditional habits of the people. It is quite probable that the brat 
way of Starting a C. Back of Issue is to proceed from below upwards. 

That is, if there are a large number of joint-stock banks the Central 
Bank can function smoothly and enlist their support in improving the 
monetary structure of our society. It is true that there is no bill market 
wherea suEBcienoy of bills can be secured as cover for further financial 
facilities at the hands of the Central Bank. In the absence of such 
bills accommodation can be granted only on promissory notes under 
adequate safeguard. A change in the banking habits of tbe people 
can be brought about by persistent propaganda work in this direction. 
Genuine trade bills can be created by banks agreeing to accept bills 
drawn on them. These bills can be called into existence by the 
creation of acceptance houses and a discount market. The Multani 
Banks and Chetties can do this business of accepting and discounting 
bills if they are sure of rediscounting facilities with the C. Bank. 
The money market always develops round tbe C. Bank. In its attempt 
to become self-supporting the C. Bank would have to frown upon 
and discourage all habits which retard or prevent the development of 
the useful bill of exchange. This is what the F. It. Banks had to 
do. It is undoubtedly true that India presents greater difficulties. 
Although these difficulties would be embarrassing and acute they have 
to be faced and they are by no means insuperable. 

Secondly, there are not also many indigenous joint-stock banks. 
Without a network of banks the C. Bank cannot be a success. It 
may be considered that the time is not ripe for the G. Bank as a 
sufficient number of well-developed constituent banks are not in 
existence. We cannot hope to build a sound banking structure from 
the top instead of from the bottom. But the experience of other 
countries refutes this line of reasoning. Even when the banks are 
few there is no real unified control over the credit situation at present, 
thus making monetary stability an impossible thing in India. With- 
out the Central Bank as the sheet anchor of credit, as the custodian of 
the ultimate banking reservoir of the country and as a central 
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aole., I the Lr7 Jc Bt:«™ 

ev<^ 0. B«f e p^chaee end every I<»; by a C. BanlT™" 'Z 

oftankmone^ Simihrly every wle by 0. Baek can reduce beak 
cesb and leefrwt the eopply o£ nroney. It ia entirely erroneon. (o 
considet that it le gold movementa that can control the volome of 
money. The purchaee and sale of non-gold aaeeta by a 0. Bank can 
regulate the volume of bank cash or credit money in any society.®* 


Conclusion. 

The efficient and successful functioning of the C. B. of Issue 
depends on two factors, a constitution with all its provisions carefully 
laid down especially those referring to rediscounting and open 
market operations and secondly the policy to be adopted by the 
practical adminstrators of the bank. It can be said without hesi- 
tation that the provisions on the whole should reflect thoughtful 
and careful work on the part of its framers and embody such' 
rules and customs as have been proved to be wise and wholesome 
by the experience of the 0. Banks of other countries. Provision 
for a regional basis of the C. Bank of issue must be made with 
due reference to the economic importance of the various parts of 
the country. In providing for a deficiency in the reserve it should 
secure liberal conditions which would not hamper heavy rediscounting 
by the G. Bank. The commercial paper and bills of exchange that 
can be discounted must be limited to a maturity of ninety days and 
in this reqoect the best of the practices of other countries must be 
followed. Even the character of the bill of exchange eUgible for the 
G. Bank’s portfolio should be carefully defined.®* In the matter of 


■ 6i See the Eeport of the Mecmaian Committee ftt the different types of '• open marlnt 

if the House of Rothsohild always depended on his tongue and remarked that he could dis- 
tossed the eea. Another expert French Banker said that he always depended on his nose 
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financing agricultural industry the extension of the time limit to nine 

months IS an absolute necessity and need not be regarded with any 

apprehension or fear In the F R system of the United States of 
America, agricultural paper maturing within nine months is eligible 
for rediscounting The Reichsbank affords an exceptional treatment to 
agricultural paper and allows one renewal in its case The Central 
Bank should be empowered to lend for three months on promissory 
notes of scheduled banks for holding or trading in securities of the 
Government of India or local Government but there should be a 
limit to the amount of credit that can be extended in this direction 
and it should also be lent at a slightly higher rate, siy by i per cent 
at least, than what the C Bank would charge on trade and agricultural 
paper, otherwise a mere financial use of money can be made, thus 
sacrifi( ing the legitimate demand and use of money A slow and 
steady growth of bank acceptances would tend to create a discount 
market in the important internal monetary centres Powers of direct 
discount of such bills as are eligible for rediscounting must be granted 
and the open market operations can be conducted judiciously at the 
initiative of the Board of Directors This should be freely exercised 
if interest rates are abijormall> high in the market It should al-o 
serve to develop the discount market, to control the movement of gold, 
to rectify the exchanges and assist in the financing of the foreign trade 
of the country 

The raising of the bank rate, the open market operations of the 
G Bank and moral persuasion are now admitted as the best methods 
in regulating the credit situation in all countries Stability in eco- 
nomic life IS now the chief criterion, and mere credit expansion at 
unduly low rales of discount tends only to increase the amplitude of 
cyclical fluctuations with alterations of inflated profit and heavy loss 
The Central Bank should respect all the established tenets of discount 
policy The oflicial responsible for the working of the C Banking 
system should not fail to profit by the lessons of European Ceniral 
Banking experience The rediscounting policy should not be merely 
opportunistic It is in leed true that the human equation cannot be 


toao,tror.tenableah.mto smell of ll,e produce ..g«nst which it w.s drawn 
Birsteniatising the money market ^uch thinge cannot be allowed to work satisfactorily 


While 
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eli^ted b &nW B»ki„g. Bat their oSbtta to ooatrol orefit 

by to p»pfe Although etebiiity of exohwge ie to he oue of the 
chief obiects of the C. Bunk etiU it should uot become its sole ore- 
occupation. Nor shoald it regard itaelf as merely an agency -for 
supplying emergency currency in the busy season and alternating 
crises when they occur. The authorities most keep in mind the 
broader general economic well-being and the progress of the whole 
country and fluctuations in bank rate must be guided by changes 
in the general price level and other data relating to healthy and 
legitimate trade and industrial production. The essential need of the 
future is to secure the raaiutenance of the economic progress^ with a 
growing population and ever-improving standard of living, both of 
which require an expansion in the volume of production and trade. 
This can be done by the 0. B. of Issue thoroughly overhauh'ng 
the technique of our credit and currency system. Judgment, tact, 
brotd economic knowledge, energy and initiative are essential on ibe 
part of the executive officers of the Bank and they should be actuated 
with no other motive than a single-minded devotion to the wider 
national interests and try to discharge them without sacrificing its 
well-recognised responstbilitibs. They must be infinitely wise and 
infinitely virtuous at the same time. They must pay heed to tradition, 
precedent and authority and act as a steadying and stsbiiising influence 
on the banking community of the (xjuntry and its general financial and 
industrial mechanism. The people on the other hand should develop 
central banking habits and general banking outlook. 
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CHAPTER III 


The Reserve Bank of India. 

(A Criticism of the Act.) 

Introdactoiy— Fopolar opinion not satisBed — Shareboldera* constitution examined— Other 
omissions — !Tot snflBciently amenable to Government inflnence— Management— Tbe Looal 
Board— Nature of its business— Bankers' Bank— Government banker, individnal depositor^ 
Discounting bnsiness— A neressaij brake— Banking dont's— Disoonnling business— Bny ani 
sell Government secnrities— Doans and advancee— Fair field and no favoniitism— Bankind 
cartel— Other items of business— Buy and sell sterling exchange— Note-issuing business— 
nnsatisfactoiy principle— Consolidation of the two departments— Holding of cover- Seonrities— 
Importance of sterling reaonicea-Silver Rnpae hoIding-Snspension of asset reqnirements- 
Belations with other banks-Imperial Bank as the sole egent-Branch expansion-Indigen- 
onsbankers-Bxcbange banks-Co-operative bank— Agncnltural finance-Modernisati» of 
indigenous banking-Necessary eafe-gnards-Annnal Report-Bnforcemenli of b.nH-g 
lation-Oovemor-General'e interfe«nce-\be supervisory Banking committee-Public 
Tnitial diffioaltics-Somc proximate advantages-Imng-penod adventages-India s needs. 

Jntrodvetory. 

At last the Beserae Btnk Bill of 1938 . ns been appm^d with 

nertAt .H.'htrnoaiRcaHonsb»<.ghtabont by the Mun I»ps1a»« 

Aaaembly." The Bwrye Bank 

banking sneneeded in rejeoting a preainoaly 

“and Tormaliy ratiRed deeiaion, eia.. • atotaownad and 

recorded and form y unnecesaary pohti- 

-nagadhankonthe^^a^^^JJ-'^^^^^^ Baaae™ Bank 

oal inlerlerence. f^mniatad oonatitalion the Beserve Bank Ant 

depends on i,it hM been wiaely conceived. It baa 

taa to be tiedom to>tort:. d»«hoId«s' bank " hot 

r—rdoaanot^R^^^^^^^ 

n, Bank has to be consulted 
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from political influence on both sides of the sea. The broad outlines 
of the monetary standard, its organisation and policy which ought to 

subserve the real needs of the country have to be formulated by the 
Legislative Assembly— which is the microcosm of the entire state 
itself but this elementary right stands vetoed or depends on the caprice 
of the Governor-General (see sec. 153 of the Government of India 
Act 1936) who might not permit the introduction of any legislation 
concerning currency and exchange polity if it were to run counter to 
the pursuit of the policy of Economic Imperialism on the part of tlie 
British capitalists. 


National or popular aspirations. 


Apart from pointing out that monetary autonomy is not vested 
in the sovereign legislature of this country, the Reserve Bank’s 
constitution has been so devised that it does not fully satisfy the 
national aspirations of the people.^ The fixing of exchange ratio of the 

Rupee itself between 1 a. 5— d and 1 s. been against popular 

64 

opinion. Though the Legislative Assembly has decided in favour of 
an improved form of shareholders’ type still there are certain defects 
which have to be amended in due course of time. The fact that 
British subjects of those Hominions which discriminate against Indian 
people have been disqualified from holding any shares of the Reserve 
Bank is a decided concession in favour of Indian popular opinion. 
The possibility of increasing or decreasing the share capital of the 
B. Bank according to the necessity of the situation has also been 
secured by the B. B. Act of 1934. Some sort of rough economic 
justice is secured by' allotting increased amount of share capital to 
the more wealthy and important provinces. 


• Each ahaia ia \rort1i Ea. 100 and is a fully paid oAe and oo iadividnal is to ordinarily 
hold more than 6 aharea. The lowering of the minimum denomination makes one believe 
tlat the email capitalist ironid be preferred. 
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(WMtem) Bombay Kesirtar > ... 1,40,00,000 B. 
»>rt«»)0.loolta iiagiate 1.45.00.000 ., 
Wortboro)0o«a Bopsla, . U5.00.000 I 
(Southern) Madras Register ... 70,00.000 
(Burma) Rangoim Register 80,00,000 

The economic importance of Bombay and Calcutta is further 
accnred by the provision of permitting the shares of the value of 35 
lakhs to be subscribed therein if lesser applications were to be received 
from the Delhi area Now that Burma would have a separate mone- 
tary system apart from that of India the Rangoon Register would 
have to be closed and the shares distnbuted between the other 
countries.^ 

Companies registered under the Indian Companies Act of 1913 or 
Co-operative Societies Act of 1912 can become sbaiebolders A 
scheduled bank can thus become a shareholder Although this clause 
would render possible undue control of the R Bank's policy by the 
foreign exchange banks for a company incorporated under the Act of 
Parliament can become a shareholder, it has been wisely enacted tbat 
no bank officer except that of a co-operative bank can become a 
director of the B. Bank. As Urban co-operative banking is tending to 
approximate to commercial banking the joitnt stock banks would consider 
this preference to them as an nnjnstidable one The restricting of the 
right to vote by proxy except by a brother shareholder is a wise one 
The principle of one vote for every five shares and fen votes as the 
maximum number for any shareholders would certainly tone down the 
influence of the rich capitalist shareholders The limiting of the share- 
holders’ right to the state and position of annual accounts of the 0. 
Board M a wise measure and pohtical Bmpe-shooting bydemocratx- 
CB])y.minded riiareholders is prevented thereby 

* Bither tbB cty for separatioa of Burma from Bntlih Xadia » an innoem and got- 
or olao tbia insisteDce of abare holding would not bo'mada 

. te. »».p. 

»«»«•'«««• “”«• ®“‘‘- fri' 



r Share concentration is feasible in the hands of rich capitalists of 
either Bombay or Calcutta for there is no maximum hmtt up to which 
Shares can 'he held within these areas. By process of transfer or 
benamt shareholding concentiation becomes ultimately possible though 

in the beginning nobody may bo allotted more than 6 ^ares in any 

area and no shareholder can bo registered in more than one area. 

The necessity of purchasing shares on the part of nommated direc- 
tors has to be decried for these are being recruited for the sake of 
their banking knowledge. The compulsory holding of shares secured 
at par value to the extent of Rs. 6,000 appears to be an unnecessary 
caution. This leads to the withholding of certain shares of the value 
of 2 lakhs 25 thousands from the public to be sold at par to the 
nominated directors and the reselling of these at par-value to the 
Gkivernment hy the nominated director as soon as he ceases to be a 
member. 


Other omissions. 

Though a happy fusion of nomination and election features in 
the composition of the Board has to be approved yet it is not distinctly 
laid down that the four nominated non-ofi6cial directars should be men 
actively connected with finance, agriculture, commerce or experts 
possessing banking knowledge. 

If the Government-nominated official director were to merely 
attend and not ordinarily vote nor suspend any action his mere so- 
called watchfulness would be of doubtful utility. On several nr»n.|iffion8 
^the Government di^tors of the old Presidency banks failed to rise 
equal to the occasion and chock frenzied banking practices. * 

The absence of special provision that the Governor-General would 
not be prejudiced by racial or communal feelings in the matter of 
selection of the Deputy Governors might lead to any abuse of the 
privilege. 

' Although the principle of securing continuity of policy is essen- 
, tial for successful banking administration there ought to* be frequent 
.chuiges at the end o{ 5 years in the case nf the nomination 0^4 
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nonH)ffieW Gonrmnmt Directors to the Centail B<»rd Ooe i. tn 
toZfr r'" “f ‘l'«”omin.WI direcj' I 

“■ "“ " ' ■»- 

sho»M ““^*'*«*®f“-”>e>”ber of the I«»al Boetd 

ehoald oontfoe to m m the Ceolrel DegMefore or Degiehti™ Coeeoil 
of the Province. But this ptovieion by itself does not guarsnlee the 
immonity of the Bank ftoni the political influence of the 
Such national issues as the currency and credit policy of the coantry 
would nlwajs be Jive issues and are bound to influence the acts of the 
legislature and be influenced by its actions. Though in practice 
shares have been allotted to Indian nationals still it is not legally 
enacted that non-nationals will not be allowed to hold shares. Even 
if they were to hold shares they should he prevented from taking part 
in the deliberations and vote at general meetings. 


Government Influence. 

The possibility of making the E. Bank a state-managed institu- 
tion though owned by shareholders as in the case of Norway’s C. Bank 
has been negatived. Although the Goveroor-General-in Council nomi- 
nates all the directors in the first instance, there is election of the 
same hereafter and though a few and usual disqualifications are 
enacted still the management of the E. Bank by state-nominated 
directors becomes impossible. The capitalist shareholder might fail to 
appreciate the Government point of view and though the profit-hunting 
motive can be easily subdued it becomes Jess amenable to Government 
influence than it would otherwise be the cose. This appears to be 
anomalous in these days of “social control ’’ over Central banks. 


Management. 

The Cental Boai of Direolors coueita of 16 ^ 

Soveruer end the ^;7:iC,7rTZ^by.h. 
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and co-operative interests might secure representation through nomi- 
nations in case they would fail to be elected during normal stages of 
election. Eight Directors are to be elected by the different local boards ; 
two for Bombay ; two for Calcutta ; two for Delhi ; one for Madras and 
one for Rangoon.® A Government official may be nominated in 
addition to the four nominated non-ofiScial Directors. 

Each Local Board has to elect five Directors from amongst 
the shareholders. Three Directors are to be nominated by the 
Government from among the shareholders’ register and the representa- 
tion of agricultural, or co-operative or other important territorial 
economic interests can be secured thereby. The formation of the 
})olicy lies in the hands of the Central Board and the Xiocal Boards 
are to advise the Central Board on matters referred to them. They 
have to transact such business as is entrusted to them by the Central 
Board. The annual meeting of the shareholders which is to be held 
within six weeks from the date of closing the accounts of the bank 
ran be convened alternatively in different centres so that undue 
predominance of either Bombay or Calcutta can be checked thereby. 
Due provision has been made for the increase of branches in such 
])rovincial or regional areas as the Central Board may conrader it 
essential to possess one. 


The Nature of its Business. 

As the name itself indicates its business the Reserve Bank has to 
act as an efficient “ lender of the last resort," as " a shock.4bsorber ’’ 
and as an emergency bank ** to which all eyes may be turned for 
help, advice and guidance. As the Macmillan Committee so graphically 
puts it ; it has to keep the financial structure of our country on an 
even keel." The issuing of bank-note currency and the running of 
the credit structure in the interests of the nation are the specific 
duties entrusted to the Reserve Banks. This can be achieved by a 
policy of comparative stabilising of business activity, by controlling 


® formulated for tbi. separation of Burma ftom British 

SweLjfeZ’Tr!. “ wa^carriedout. Ita shares sbonia be diatri 

bpteae,nsUy amongat sU other centres in ca« Barms accedes from the Federation 
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fl.e momy mutot. the mamteining of, soood 

ma Koanng eqtdtoble rates of eidiaogs. ^ «»>>M»icin 


Bankers’ Bank. 

i 

Aaombrating this essenfi.! Me, it oso be sfsted fliat it hm fc .ot 
ae the bankera’ bonk, and,, the SowraDient bsoket. 
<!ompDl 80 ^«aerTe.aepoBtsofthoBehedulad banks rt baa to ondertske 
the fonction of clearing and collecting chegoes and bills and other 
ttedifc instmments for the scheduled banks, fey means of rediscount- 
ing the C. E. Bank has to expand the reserve deposits of the 
schednled banks so that the expansion of credit can be secured. It 
can also be done by conducting ** open market operations ” which 
tend to expand the schednled bank's reserve-deposits or balances. 


The Government Account. 

Acting as the Government banker it has to collect and disburse 
^e Government revenues, manage the existing public debts of the 
Government here in India as well as England, float new loans in 
India or London or abroad as and when required and finance (be 
needed exchange and remittauce operations of the Government. While 
so doing the G. E. Bank has to undertake special measures to see 
that the vast financial operations of the Government do not derange 
the money market, ms., the inflow of revenue, the making of interest 
payments and the holding of vast loan sums collected as subscription 
to Government loans would produce serious conseguenees. As 
“^naidian of the money market these shocks have to bd absorbed!^ 
the 0 . E. Banker. There should be neither plethora nor shortage df 
credit as a result of its operations.*' 


The moot’point in 
maintain direct contact 


Private Deposits. 

this conneoHon is the necessity or otherwisd to 
with individual private depositors. Strictly 
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speaking an emergency bank is meant to act as the final resort for 
financially harassed or embarrassed individuals. If our B. Bank ^s 
to be guided by sole theoretical considerations the attracting of private 
accounts has to be considered. But as banking experience of other 
countries notably that of South Africa and Japan points out the 
necessity of direct contact with individual borrowers of the money 
market, it ought to be easily established for without it the expenses 
might not be covered nor can an easy control of.the-money market, by 
variations of reserve- deposits or balances be secured. Coupled with 
the necessary advice that such accounts tend to lead to further 
entanglements which might defeat the particular aim and objective of 
the C. 7{. Bank and that national service and not private profits should 
be the actuating motive of the central banking action the holding of 
private non-interest-payable-accounts may be hlerated. But in the 
actual daily routine of its operations the sound convention that such 
accounts should not be held for large figures as it has been the case 
with the Biksbank would have to be rigorously followed. 

Correspondent Business. 

As iuteroational central banking co-operation is needed to secure 
monetary rationalisation and comparative stabilisation of world prices 
our 0. R. Bank should act as the agent of the C. Banks of other 
countries and where it has no direct branch of its oira it shodd 
appoint the C. R. Bank of the foreign country as its agent. It can 
also keep balances with banks in the United Kingdom. 

.4 necessary brake. 

It has to eliminate the failures of sound banking concerns which 
are temporarily embarrassed for some reason or other. 


Banking dont’s. 

It is however imperative to negatively define the field of its 
operations by mentioning a few lines of business which the Reserve 
Bank of ours should not undertake at any time. It should be engraved 
on the foundation stone of the 0. B, structure that the bank shell not 

13 • • 
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draw or accept bills payable otherwise than on demand, shall not trade 
or have any interested undertaking in commercial, industrial or trading 
concern, shall not engage in general exchange operations on its own 
account, shall not make unsecured loans or advances on land or 
mortgage security and shall not open indiscriminately branches outside 
the country and shall not effectively compete with the scbedulsd banks 
hither in the securities market or bill market. By all means access to 
Che arcana of the money market should be in its bands. The Reserve 
Bank should not also allow interest on deposit or current accounts. 


Discounting Business. 

The Eeeetve B.iik is permilted to discomt er perebMS bilte of 
«ohange end promissory notes drawn and payable in Ind» wto* 
arisnantof6<mo./Ms«.mme,oislor lr.de 

%'ere beta" that they most bear et loael two or more good Bgnaturos 

"rof wMcb n.»t be that of a •> .cbednl«f bank ^ .bat tbey^ 
metore within 90 days from the date of porolms. or ted.«»nn 

'“"TtoB ^nfrLtontorpnrobase or sdl bill, or pmnotas 

■marketing of crops and matotmg witbm m»s monW 

■pnrohaae or rediaconnt aacleals. o»b. toy. o^ 

XhoB.Banke«.p«rtoa» or «.U « 

drawn in the O. Kingdom ma p„oiilted in India Ibroogb tbs 

pnichaaa. Soto' tran«tet.ona can be permitteo 

«*ednled bank alone. it i, tedsed 

While biU.diaconntiDg b Inrestment 

tematkeblo to notice the abMo to ^ 

■committee to gnide “■» ”» “ „'^grfMteintbeopen d^t 
WJthont anob a ““ ’ tbm ■>» be formed by sirtn. of 
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The EeMrve Beek eed porehase, aefl end rediaeotmt bnie oi 
aachaage and promiaaorj notea drawn and payable in and 

the aigfatnre of a aobednied bank and iaaned and drawn f« to 
pnrpoae of holding or trading in aeonritiaa of to GoTemmmt of India, 
or a Local Government or securities of such Native States as are 
recommended by the Central Board and maturing within 90 days from 


the date of such purchase or rediscount. ' 

The R. Bank can buy and sell Government securities. The 
undue variations in the value of even the Government securities 
is a sad phenomenon in the stock markets. Comparative stabilisation 
of their value would greatly aid the operations of all financial institu- 
tions which tend to keep them in their reserve. Commercial banks 
themselves, would bo gainers in the long run for the present-day 
wiping off of gross profits to cover depreciation of gilt-edged securities 
would not result in diminishing the profits or giins of banking opera- 
tions. The Reserve Bank can buy and sell Government securities of 
the United Kingdom maturing within a period of ten years. 


model for tlie ordinary jiflnt-atock bankera. Thirdly, the right to bay bills and aecuriidea 
irould greatly atrengthen the oredil expanding and contracting power of the 0. &. Banks. 
Fourthly, the Iniiitation of dieccanting privilege to schedn'ed banks’ bills alone won! 1 delimit 
the volume of its bnsinees and restrict its ability to cover iss w rking expenses. Fifthly, 
eligiole bills ate the most liquid of bank assets and if these are not to find a place (except 
through achednled banks) the C. B. portfolio would not be eo very liquid. ’ Sixthly, the 
Bibsenee of a bill market le a deplorable featu'v and the tende icy ta liara ndisooanting of 
bills would delay t lie early formation of the dtacount market. Seventhly, the South African 
Reserve Bank which acted purely ai Beserve orBinkara’ ba-ik alone was soon foreed to 
develop ap>n ina'rbet aparatioai to contral ored.t an I to earn decent profits eo aa to'cover up 
itB,worfcing ezpsnisa,. Bighthly, the ezteilt of dealings in the. volume id Government seen* 
rituB nughknot-be powerful enough tu eecura credit onotrol Hence it ebould- be leipforapd 
by dMlingeJn bills. The recent emergency legiUation of 1932 and 1933 has empo;irere,d .the'* 
*F.'R. By8lein''tortli8obhut directly for the publiO.' All this Was done'to'have a great aw pvV - 
aion of credit. Sir Ernest Harvey in his evidence before the Macmillan Committee admits 
that rednclion of credit has to be seonred firstly, by the sale of bills and the raising of bank 
' rate cannot aiways be pitcbed npon as the credit reguhlor (Qs!''7320 anl 762iy Ninthly, the 
• deliber.te refraining from open market dUco rating busiiess woull it,elf have the needed 
efficiency in controlling the yolame of credit. ’Ihe abive reasons lea I to, the conclusion ^Ijat 
.■ the right to buy snd sell bills and semrities and d rnct dsalmg with the* discount. , market 
should be granted. , The opeik-market operations can. oontrol -tha scheduled- bankers’. mb 
which 18 the besis of credit. When it is felt necessaiy to give a fillip or raise the domejsfic 
I price level, open market operationa can be Mt npon 
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Loans and Advances 

^ *“ ®“«' I™' "rthonhe, 

a pronucml cooperahve banks against sligibls se«inbe8,ns 
Mcogni^ Irnst secnntias. gold and sUmr or docnments of title of 
bills and promissoiy notes eligible for purebase by tbe bank, pnmis 
S 0 J 7 notes of scheduled banks, provincial co operative banks which aie 
supported hi documents of title to goods and which were assigned or 
pledged to such banks as security for a cash credit or overdraft granted 
for bona fide commercial trade transaction or for the pnipose ol 
financing 6ea<onal agncultural operations 

Tbe Reserve Bank can lend to the Governor General m Gnancil 
and other Local Governments for the purpose of management of their 
revenues But unfortunately the Act is indeed very vaguely worded 
in this connection The specific item of Government advances has not 
b^en limited to any particnlar figure If limited to pure ways and 
means Advances they do not form an element of danger to banking 
stability If banking independence must be secured at any cost there 
should be no power on the part of the Federal Legislature to make tbe 
Reserve Bank lend more except on its own initiative and proper mia 
mination of the Government’s loan proposal The liberty to purebase 
Treasuiy bills has been granted If tbe State can make any direct 
demand they may be complied with Complete independence as 
agairuft the State’s direct demands for advances must be secured « 
Prof Cassel points out that though tbe Biksbank is a State Bank and 
is owned by the ” Eiksdag ” it maintains an independent position even 
against tbe *' Biksdag ” It is indeed conous to observe that while a 
limit has been fixed to the borrowing privileges of ^e Beserve Bank 
in India,® no such limit has been imposed on its advances to the state 


«T»lsing Sir Otto NiemeyetB newplantelhe Bwerve B»nl: of Ajjentine 
s *,n.,tpl.ceai^I»n. Thel927 cl..rtercf tb- 

tbe Bank tif England tbia nght to grant loans to lire State on 

ktabnaineaa. Th» loan can be aecnred from aoy ecbednled bmik. Outade India cmi 
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It need not be empbasised that a dangeroaa abase of this privilege 
would mean serious consequences. , * ^ 

Another notable omission in the Reserve Bank Act is the nece - 
Bity of encouraging loans and advances on warehoused goods. But the 
Reserve Bank should own a few warehouses or licensed warehouses can 
be encouraged in this manner by declaring their receipts as an accept- 
able collateral for granting loans. The perfecting of agricultural 
marketing can be secured in this manner. Cheap agricultural finance 
can thus be ushered in. [See paras. 419 and 420 of the Central Bank 
Enquiry Committee Report. This was negatived by the London 
Reserve Bank Committee. (See paxa. 17 of their Report.)3 


Fair field and no favouritism. 

When it is meant that in addition to rediscounting ordinary loans 
and discounting in the open market should be made by the Central 
Reserve Bank the cardinal duty of equitably distributing the resources 
of the Central Reserve Bank Should not be forgotten. Fair field and 
no favouritism ought to be its watchword. Equal care and paternal 
affection should be bestowed on ail. An impregnable banking ^stem 
should be moated under its watchful guidance. The mere bolding of 
the deposits of scheduled banks at the rate of 6% ot the "d^and 
liabilities” and 2% of the "time liabilities ” by the Reserve Bank 
would lead to a building up of the national banking reserve in its 
bands.^* 


botxnrfrom tbe C. Bank at tlie connli 7 vlcwe. These borrowngs uso Jtwwwm f. gp to thi 
un^t of its sban cspitsl tlooe. 

So long ssthebUlmuketis conspieaous by its absence lantHng on vacdionsc 
xeceipta might be tolerated. Jo tbe alosr erolution of time as the bill market becomes per 
fected this type of loaning has to be grsdnally given np. More liberal tenna in the mattei 
of disconnUng can be granted than in tbe esse of iosoing on collaterals and pieeions reeteb. 
Ibe present-day, imnneasmetbods dominated as they are by cash credits and open erediti 
rnmld bate to be-ebanged. 

•« Fsilote 10 comply nith this proTiBonmenns a penalty of 5% above tbe bank rat< 
being levied on each dote of deBoienry The prohibition of new bnsinesa on tbe part of tbe 
Bcbeduled bank could safely be insisted npon. 

» At the timeof pnblishinir its report on each Friday the bank has to calcnbte tbi 
^ iisbihties-deroandaswjll as time-tie. The paid-np capital, the reserve and tfai 

^il balances oflhe profit and loss account and the amount of any loan taken from tb 

licKrK Bank ought to be exdoded from the demand or time 



102 


PRRSENT-1)AY BARKING IR tUfeJA 


Bank Carid, 

ladia needs centalieed reKrve HaUng M by n.ay«f»«r», 
«nd d^ite end by wey of rates of interest. It is not mere 
(ion of reserves but anniform deposit rote wbioh wili eeDdooeto- 
wards stabifaty of tbe banking bnsiness. AH other imprevements sorb 
as useful clearing arrangements, spread of banking knowledge, and 
wise banking legislation pale into »» insignificance before these two 
cardinal features. 


Other items of business. 

The Reserve Bank can issue Bank Boat Bills and demand drafts 
payable at its own branches. Ik can act as a bailee for hire or reward 
and take moneys, valuables and secorities for safe custody. It can 
buy and sell gold coins and bullion on its own account. It can invest 
funds in shares of the Bank of International Settlemeuts. It can act 
as agent for specific functions such as purchase or sale of gold and 
silver, bills of exchange, securities, collection of proceeds whether 
principal, interest or dividends of seciirities of shares and remittances 
of same by bills in India or elsewhere. 

"Above all it can sell or hnj sterling in amounts not less than 
Rs. 100,000 to the scheduled banks. Though not for its own account 
but for satisfying the requirements of its scheduled banks foreign 
exchange transactions (sterling) have to be conducted. It hair to buy 
and sell sterling for delivery in London at a ratio not below la. 
and is. of a penny for tbe Rupee. No sterling purchase or 

sale to any person should be below 10,000 pounds 'sterling. 


Note-issuing Business. 

!n,eprivi)<«.ofiMii.gleg.Umatt torit i»£,(b. tonto- 

tiol. of 6, 10, SO. 100, 600. 1.000,'10.000 BopMS bMJ)«n grenfoS to tbe 
^ fb. prereoUey privfleg. of tte floveremeot m 

chapter. 
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notes would be cancelled and transferred to the Issue department of the 
Reserve Bank which is to be kept entirely separate from that of the 
Banking department. The Issue department heoomes liable for con- 
verting its own notes and the currency notes of the Government of 
India ** Against these total liabilities of the Issue department it 
maintains assets in the shape of gold bullion, gold coins and sterling 
securities. The Reserve Bank has to maintain about 2/ 5th of its 
actual nostes isrued in shape of gold bullion, coin and sterling seen- 
ritiea. The amount of ^Id coin end gold bullion mnst not at any 
time oe leas than 40 crores of rupees in value. The remaining assets 
can be held in rupee coins, rupee securities and bills of exchange and 
promissory notes payable in British India as are eligible for purchase 
by the Ueserve Bank. The Government of India rupee securities 
should not exceed at any time 1 /4th of the total amount of assets or 
50 crores of rupees which ever amount is greater or with previous 
sanction of the Governor General in Council such amount plus the sum 
of 10 crores of Rupees. The valuation of gold coin and bullion is to be 
done at 8'47512 grains of fine gold per rupee. The rupee coin is to 
be valued at its face value and securities at their market valuation. 
As against the total gold holding of the Reserve Bank 17/20thB shall 
be retained in India alone in its own custody or its own branches. 


Gnsotw/octory principle. 

Before criticising the holding of securities, gold and silver items the 
principle underlying the Reserve Bank note-issue has to be adversely 


u In' tetiirn for the liability on the curresigr notes issued ly the GoTeroment the 
G.vernment of India lias to transfer to the issue department of the Beserre Bank, gold 
coins, gold bullion, sterling seriiritvs and rupee securities to the sggiegate value equal to 
the total of the liabilincs trantlerred by the Indian Gorernment in connection with its notes 
in circulation. Gold com, bullion ami sterling securities banded oier might be half of the 
amount transferred and the rupee com to be transferred should not be less than 60 crores of 
ru^es. All the gold hvld in the P. C. Be-erxe or G. S. Reserve should be transferred. 
This is a thorough unification of nil gold items in these reserves m the hands of the Bes rvo 
Bank. The G. S. Beaei vers the redemption fund against silver rupees by the 

Government. '' 

These aletlini; securities may include balances at the credit of the Issue Department 
With the Bank of Bogland, sterling bills of eNcfaange maturing within 90 days, Government 
Sfcuriticf ot thp United Kingdom uigturipg vrilhin 6 yeera. 
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criticised. While the best way of issning notes is to appoint a high 
maximum 6gure of the same the old and effete proportional reserve 
system which ought to have been condemned from the standpoint of 
recent theory has been recommended. The amalgamation of the 
present P. C. B., the Gold Standard Reserve and the Treasury 
balances in the hands of the Reserve Bank has been carried 
out. In so far as bank notes are a reflex of legitimate trading, 
indnstrial and agricultoral activity they ought to be created in response 
to due and legitimate demand but due provision has to be made for 
the prompt retirement of bank notes.' ^ Tt is tbs building op of sound 
and liquid assets that is the criterion in Central Reserve Banking. 
The mere amassing of a stipulated gold minimum proportion is no 
sign of adequate banking strength nor does the keeping of a “ free 
gold *' far above the minimum legal figure, eliminate the cantious 
necessity of building up sound broking assets. The maximum figure 
might be safely fixed at 300 crores in the initial days and made to 
expand if legitimate demand for the same were to be enhanced. The 
objective tbrooghont should be to eliminate the Government of India 
Stiver rupee notes which would form the bulk of circulating notes 
in the initial days of the R. Bank regime. 


Consolidation of the two departments. 

The second needed reform is the consolidation of the two depart- 
ments and the consolidated bank return should be as follows: 

Liabilities. 

1. Shareholders' Capital 
•2. Reserve Fund 
8. Government Deposits 
4. Bankers’ Deposits 
6. Other Deposits 


Assets. 

1. Govt, of India Rupee Securi- 

ties. 

2. Other Investments 

3. Sterling Securities 

4. Silver Rupee Coin 

5. Subsidiary Coin 


•• Cmh* Salient I>SS9D» from the Foreign 
K See my poper Some Salient 

mj book.. Banks and the Money Market, p- ie§. 


Banking Byateo-a. quoted i( 
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JjiabUitiea— canid. 

6. Bank notes in ciioulation 

7. GoTernment of India notes 

in eirculation. 

8. Other liabilities 

9. Bills payable 

Total 


Atcefa — omidt 

6. Gold ooin and bullion : 

(d) Heldiiilndid 
(b) Held dutdidd Indib 

7. Internal bills of ex- 

change and other 
commeroial paper, 

8. External biUs • 

9. Govt of Indid^d- 

Bury bills. 

10. Balance held abroad 

(а) Advances with the 

B.ofLS, 

(б) Advadcerwith the Bi of 


(o) Advances with other 
Banks. 

11. Lodds add advdddtid 

to Gdvt^ 

12. Other foana and ad- 

vances. 

18. Other assets 
JoTAL 


be mentioned, Gtovernment^of India notes aClc 

tato. pto." The mucU n^del 

take place „hea of g„l/oan 

loeg-aieucce monetary po^“ T 

y policy of the nation would- seriously 
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consider tbe restoration of the gold standard • -j 

SSi?.'?? “ “-■ “ «•«»». 

atottrf that .l» too «aioal a dapartoro for the p««aM.y p„iiaj 
of keqnnj.p ijgB motellfo resei-w as is andencoJ-lBy Wa P C. ESrsa' 
regolalioM. theie are no gold certificates Srcalatmg "in the 

hands of (be people acting as a bolfer to lessen the repercussions of 
internal gold^Adrain; * 33ie recent gold exports Lave- not-* ddnoded^ 
tbe country of -their gold stock entirely. They might still cpatinae for. 
some time to come, ' v * - ■ * ' 


Holding of Government Securities. 

The success on otherwise of the ** open market operations 
depends’oa the bolding' of sufficient quantity of Government securities 
of both kinds, •tfis.V.^hnrt-dated and long-dated nature. One kind of 
** opien'-haflrket^p^atidns *' consists of not varying the volume of 
credit in the' bands of commercial banks but tbe nature of securities 
is change^, ^be substitutipu of Treasury bills for long-dated 
securities and oice. versa is needed to control their credit operations. 
Tills changing of the ,form of assets may be necessary to offset move- 
ments ‘dFgdId’ by "buying and' selliog securities. If the market rate 
of discount is to clowly 'follow the official bank rate this kind of open 
market operatioii-is needed. At the time of busy season the hundi rate 
{e'nailoHgoverned by the Imperial Bank hundi rates. In other 
cases the honrfi‘rai6 is very low depending more on shroff 's supply 


*'• liMs b«n w".itiei ito mon»teVy;:kld stock 'pf the world » ^ud- 

iSft*U‘sTAiSt«n;fciiABddgoiB*Vnb^ 

of 1.0-rJed eoW aa-I the letnra of hoarded goW from the Eastern « .nines ^ jny art«le 
••l,«rica-e Abendor-went of the Gold Blaadard:*"' however the private gold stocks .« tamg 

e.ponedouto£theoounlii. Until the monettty- gold etxk le, high in view of etteh, 

l,p esBi0ri4 iheg<||d..8taiw»«*rf- , 
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6f'.i™eS tto. i.i5Sh4,reW. 'B i. 

be- bf aiffereit p^de of maturity ranging from one K* tP^jeK^ 
and even after that period. ' As these Ary in tiihe Jength ^^he ^tal 
amount ‘of liquidating’ ^ec ; ties varies, thus adding to’th^ mobility 
of the assets of the C; R, iiank' While' it is essential'-to "fik ten. 
years* limit to that if ' secttrities t>/ qiiqlsi-gifverrimintaV aconites 
for 'their credit* standing ' might be seriotfSl]? jeopardiserf in fte fong 
run 'there ts no 'nedes'sUy to pi ilie'Wite iimit Id ^ the . ^db'^iSi o^ .ihV 
Government' of Indih to be'held'bjf'tSe'banfi:.- ^ ' ' * { ■ • i 

■" The regulatidtf of the securities of the linking -^epartinent is 
indeed a wise feature ddit'makeS the R.’ Bank aware* of iti 
rediscounting dutiesV ‘‘An ‘ 'excfe8s‘’hcftdiri^^.‘6f 'i^Verrimfefit Slbhriliies 
\^bald be leading to’ safety at the ^pehse o/'iiVtii®fty*'‘'MotiiIo*rd- 
sdumes mean the' necessity tor have constki!rt farnover "Siid'‘^" bills* * ahd’ 
advances ” item wbuld be expanding^'tfiierehy. '* It iFl^id th^t* 
total value of securities in the bCtiking department shall' 'not^^'icxdeed 
the^ aggregate amount' ''ot Hbd •shai'e’ V^pital of ttfe 
fund and 3/5 of the liabilities of the banking department in respect 
of deposits. The value Of’ securities-^n'atvribV after one year shall 
not exceed the aggregate^ amount of the share capital of the bank, 
the reserve fuhcl and 2/S'of the liabiUSOs df tYie* Biiukibg'-85paT^ent 
ihresp^t of 'deposits. ' Game s^uritles'Oiaturing httw teit ^y^aicy ‘ fatof i* 
not exceed the aggregate' ymount'-yoT" riie' 'sUre capit'ai'df'ti^^^^ 
and the reserve fund and 1/5 of the iiabfli’ties of the banUWg 'depa^'t- 
liieht' in respecf of depasSs. 


Importance' df Sterling resources. 

As our external .liabilities can be paid through the 'London, tndneyi 
market the sterling resources ought to, be given equally great' im^« 
tence. It is the combined monetary gold holdings and sterling balanbesr,; 
««.i- Exchange and sterling ^eburiries i®. which ought to’be rrekbneaTv 
under this heading. 

The duty of supporting exchange has fallen on the shoulders of 
fe Government: Adequate remittance for genuin'e foreign^bxclrange 

. - . rJ 
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I^UOToent,, tea. pnvate .* wll « p„bJio. « being t«o,itoa bv 

«hs^yemii»nUiiMinfciiDrag»nexch.i,g»«hmaati. Ito B. Bank 

bv to mmtoio a coaHaaatioa of ibi, potep. j^oogt 
in foreign exchange on ita otra account are to bp vetoed fcom. 
the .i^staiidjpoiflf of banking theory, the duty of undertaking 
foreign exchange devices /alls on its shoulders so that tbp rales 
of exchange ace controMed lyithin tolerably assured limits. Sadi 
fdrpjga exchange devices are sales and purchases of foreiea ftrnhnnnp 


dealings in fonratd exchange and variations in the bank’s buying pries 
of gold. If .a normal export surplus were to be realised exchange 
complications might not arise at all. It is imperative to say 
tb9t Ibis cannot be secured in these days of economic depression 
Although the hoarded gold might be considered as an article of 
export to fill tbe gap in trade balance arismg oat of dimiiiishuig 
commodity exports tbe export of gold does not arise till higher value 
is available for it outside Indis.’’ Bnt the possibility of pon-mooetary 
gold coming to our rescne should not be forgotten by tbe G. It. Bank. 


T/te Silver Rupee holding. 

A change jn the front is noticeable. The Government of India 
which has been selling ISo millions fine ounces of silver since 1927 
putauant to the reconimendations of toe Hilton-Toung Oommission has 
beep Bflked to gursue a different policy. Formerly in the 1928 R. Bank 
bill the sliver redemption bnsiiiess was seriously thought of. Bven 
the Reserve Bank has to facilitate this business of **detbroDmg” the 
silver rupee. Tbe recent scheoie for disposing of surplus silver has to 
be understood in this connection. 50 crores of rupees would be 
handed over to toe B. Bank. Tbe rest of tbe sUver stock amounts to 
5,6il lakbs. The Silver Bedemption Beserve Fund against this would 
be toe-G.S. Reserve of 5,333 lakhs. The Silver Bedemption Reserve 
Fond would bavo a debt of -208 lakhs. Tbe existing loss of 3,163 lakhs 
on the sale of silver has to be added to 208 lakhs. So the total debt 

W Nnn tie ofe^J..n^e end "pegging "of excftenga to- lawful 

See my .rticle on -The Exporter Gold " « the J«yso« Ecouomic Jenmal Ap»I. 
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ggaipf't silver is 3 >371 lakhs. Any 
Bank would be added to this debt 

paid on this from the Government ^ 

tion Reserve has to be invested in gold and sterling seouritaes. Ihe 
amortisation of this silver debt would be a part of the Sinking Fond 
Account. Funds accumulating in the Redemption Reserve should 
amount to 10 crores. Further receipts should be taken direct into 
Treasury balance to' reduce the silver debt. A reserve of 10 crores in 
external assets means that provision is made to pay for the return of 
25 crores which may be made within a peiiod of five yeajs. Any 
gold or external assets not handed over to the R. Bank would be added 
to the opening balance of the Silver Redemption Reserve. The 
principle is that the B. Bank should not be held responsible for the 
previous rupees issued by the Government of India. That the R. Bank 
should have been freed from the responsibility of silver rupee Redemp- 
tion is but common justice. Section 36, Clause 2, makes it incumbenf 
on the Government of India to provide any deficiency in the stock of 
silver rupees, i.e., if they aYe less than 50 rarores or 16th of the total 
amount of the assets against payment of legal tender value. In as 
much as this duty of providing silver rests on the Government of India 
the policy of selling silver is criticised by some of the economists. 


Silver rupees returned by the ]^pervp 
against uher. Interest has'‘to be 
revenues while the Silver Redemp- 


Suspension of assets. 

The possible suspension of asset requirements on the part of the 
B. Bank has also been arranged for. The gold cover requirements can 
be suspended in the first instance for a period of one month and this 
period might be extended to another fortnight. The bank has to pay 
a tax during this period upon the amount which has fallen below the 
legal mioimum. This lax is to be one per cent, higher than the exist- 
ing bank rate. But if the C. Reserve wore to dwindle from 3*2J% to 
a lower proportion it would be raised to 11% and in respect of every 
further decrease of two and a half per cent, or part of two and a half 
per cent or part of such decrease. No tax need however be paid when 
the bank rate is below six per cent, per annum. The much needed 
increase in the matter of note-issue is thereby secured. Adequate 
provision for prompt return of issued notes has not been made on' 
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the lines which the F. B. Board adopted in the 

issae.-s 


matter of its note- 


Belation with other banks. 


and a poliny of detailed oo^tdinajioi. with C. B. Banking poBig *ouH 

be inangarated on lines described below:— ^ 


(а) The Beserve Bank. 

(б) The Imperial Bank of India separately incorporated under 
Act, 1920 (XLVIT). 

( 0 ) The Indian jf. at. banks incoqwrated under the Indian 
Companies Act. 

id) The oncontrolled small proprietary partnership form of indi- 
genous bankers whose.nntnber is indeed legion. 

(e) The foreign eschange banks who are free to enter and open 
bnsiness in any port or even inland centre. 

(f) The newly created co-operative credit institations dealing with 
8hort=term or long-term credit. 

ig) Other goasi-financial institutaons as finance companies and m- 
sorance concerns which mobilise savings and tend to invest the same 
for special purposes. 

The Beserve Bank is the crowning edifice of the financial structure 
of the oonntry and other financial xnsMtutions belonging ritber to tbe 
call money-market or shortf-term money-market — (the money market 
itself dealing with short-term credits] and the capital market deahog 
with long-term capital reguiremeots of tbe nation. It needs no em- 
phasis to state that the B. Bank is the pivot of tbe money market which 
itself is composed of call money, the bill market, the short-term credit 
or loan market. The necessary co-ordination between these markets 
is to be secnted by the official bank rate or price or rate of interest at 
which G. Banking credit or bankers’ cash is obtainable. The rates 
prevailing in lire money market can indeed influence the rates prevail- 
ing in the capital market. The duty of a wise central bank is not only 
to equate the demand and supply fwr money and credit in tbe money 

« See Djy Eeeay '* Some Selieat Lessons BsaJang .Systems,’' p. 188, in 

my book Mfcitled " Banlm md tbe Monqr Sleiiet." 



BBSB&VP BANK. OF INDIA 

market of which it ib the immeaiate cnetodian, but it must tend to 
equate the volume of national sayings to ftivestment demand existing 
in the country The general banking and monetary policy of the C 
E Bank should pay heed to the problems arising out of the needs of 
member banks end financial institutions It has *to matiHge state 
finances aBd‘a policy of credit control has to be attempted which makes 
monetary policy subserve the needs of a given economic activity and 
system of thetsountry The second important part of the C Banking 
policy consists of the task of adopting the banking system as a whole 
to the requirements of world economy The two aspects of banking 
analysis, ws internal R Banking policy and external R Banking 
policy have to be studied apart Attention will be paid to internal 
B Banking policy 


Sole agent 

‘ k Beserve Bank has to pay eqnal attention to the demands of idl 
sound financial mstitntions and commercial banks conducting banking 
business in the money market -The^granting of preferential terms to 
any one individual bank would vitiate this tendency The appointment 
of the Imperial Bank as the sole agent of the Reserve Bank would 
lead to this situation Apart from state subsidised competition which 
will ensue as a result of Government Treasury Account being placed in 
Inipenal Bank’s hands alone the freeing of the restrictions would 
make it a “ redoubtable competitor ” »» The interest-free deposits 
which have to be maintained in the hands of the T B of Incfia for 
maintaining the existing ndmber of branches intact can be tabulated m 
the following way ' — '■ 

(а) JDurmg the first five jears nine lakhs of Rupees 

(б) Bunng the nej;f five lears si» lakhs per annum. 

(c) During the next five years /out lakhs per annum 


a The Beserve Bank psye the Impenel Bank of India the following tamoneration 
dnnnp the first 10 years a comm saion of 1/16 of one per cent on the first 250 ororea and 
1/S2 of one per cent on II e total of the recaipla and disbar»ements of Ooverninent acoonni 
« behalf of the Beserve Bank of India At the and of 10 yeara this commiasion will be fined 
01 or on Ihe bam of aetuaJ eott to the Imperial Bank of Ii dia This nivinon will take 
place oi.ro m ewry five y^ra and expert accotinhng will be employed so long aa thu 
agrrooent is w force (side the 8td Sihedole, The Besenp Bank Act of 198d) 
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Branch Expansion 

e^eDas,stlieca«:e.v,th the other indyenous binks Secondli. its 
position has to he absolutely l.qmd for the Government funds might be 
withdrawn at any time This account i. the most unsteady and most 
exacting one from the viewpoint of banking safety This yearning for 
state deposits which are not of a ‘ I 3 mg character ” is indeed a weak 
point in the armoury of our joint stock bankers But so long as 
state aid is definiteb granted for branch extension or “ branch mam 
tenance business ’* as has been the case with the 1 B of India the 
joint stock banks will certiinly continue to agitate for this account 


Indigenous Banks 

No piovision has indeed been made for the inclusion of mdigeao is 
bankers in the scheduled bankers’ list That in course of time they 
would be included can be understood if one were to notice tliat the 
Report of the R Bank might be recommending its extension of ledis 
counting privilege to indigenoub bankers at the end of the three year 
period It leads to a concentrated reserve Mobile and elastic reserves 
will tend to ease the loaning teiidencj on the part of banks Credit 
can be made elastic and an etfecdve credit policy can bo secured. 

The exchange banks have been tightly exempted from the publi 
cation of weekly information and they hove to issue monthly the 
necessary data concerning then Indian demand and time liabilities, 


« My suggestion for adopt ng llie lender sysle n m seleeiing agents to the Bwrve 

Hank has indeed been negstire Ion tie plea ttol «e Imperisl Bsnk c. noderquofa .lie 

Umpeting rivals But Ibe | lacing of inlcrc t f.eo deposils in U e hands ,f the sched i ed 
,n Ji cnoos banks has to bs conaideied by tlie Fmaote Member of t e Go ^^nitent o In lior 
':^lZL.roconUUa,i..sao. of a qua publie nsture sucb a.ext«.smn offamli 

„..hha.todenle when indigenous bsokers can 

be developed 0 - • • ’ - 
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their holdiugB of Government of India Currency Notes and B. Bank 
notes, their holdings of rupee coin and subsidiary coin, their advances 
item and bills discounted in India and their Indian cash balances. AU 
the 19 Exchange Banks are included within the scheduled Bankers 
list which includes those Indian joint-stock banks whose paid-up 
capital and reserve is never less than 5 lakhs of Eupees. They have 
all the quadruple advantages in their favour, i.e., deposits and dis- 
counts both at home and in this country. The maintenance of this 
status quo and the creation of the B. Bank means the conferring of 
maximum advantages on foreign banks. If the London branch of the 
C. B. Bank is to be permitted to deposit its funds in the banks of the 
United Kingdom it might be that a portion of its exchange funds might 
be deposited in the Anglo-Eastern banks having their bead office in 
London. Such a situation would make the development of the I. 
Overseas Bank an impossible contingency in the near future. The 
day is not far distant when we shall be surprised to find that 
the F. Exchange banks would be consistent supporters and coadjutors 
of the B. Bank in the Indian as well as the London money markets. 

Apart from considering the fitness of few co-operative urban banks 
and Central Banks to secure quasi-pubhc accounts, the appointing of 
them as agents of the 0. B. Bank in places where the Imperial Bank 
of India is not represented might be deemed advisable just to inspire 
confidence in their ability.' Always subject to the principle that 
“ undue scattering of Government balances " should not take place the 
selecting of the financially sound Central Banks of the co-operative 
movement to receive interest-free deposits might be done. 

The agricultural bills or promissory notes of the co-operative 
societies endorsed by the P. Co-operative Banks would have to be dis- 
counted by the B. Bank. Co-operative finance may be easily helped by 
six-months loans or the discount of nine-months bills. Free remittance 
facilities which the Imperial Bank used to allow have to be continued. 
That a particular limit to the volume of agricultural bills which can be 
purchased by the B. Bank should be made was the universal expecta- 
tion but it has been omitted from the Act itself. The mere starting 
of the Agricultural Credit Department would not go far and in the 
absence of such a provision as the one mentioned above agricultural 
short-term finance might be seriously neglected. Sir Basil Blackett’s 
BuggesHon that some of our scheduled banks and co-operative banks 
16 
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T ** «s««.aq«»dt as i, fl» cue m'tb 

other scheduled banks may be carried out. 

Warehoused goods have not been considered good enough « for 
operating as collateral security and if the S. Bank's warehouses or 
licensed warehouses were to develop this business of perfecting of 
agricultural marketing would also take place besides the one of secnring 
cheap agricultural finance- Licensed warehousing may tend to popu- 
larise the bill habit and create the bill market in this country. It most 
of course be recognised that a well-developed internal bill market would 
fake several decades to get itself established. Warehousing would tend 
to increase the contact between bants and industry and trade. 

The proper auperviaou of the L. Mortgage Banks and the floating 
of debentures on their behalf cau he undertaken by this department. 
Instead of starting a Central Mortgage Bank for tbe country it has to 
conttnl the mortgage banking business through tbe specially trained 
officers of the Agricultural Greilit Bepai-tment. Bat it involves a radi- 
cal departure from the existing policy of small individual Land Mort- 


gage Banks which are tackling the long-term agricultural indebtedness 
problem. Instead of an all-India Apex Co operative Bank as suggested 
by Mr. Darling, tbe B. Bank can successfully function on similsr lines 
with great advantage to the country provided tbe Agricultural Credit 
Department is there. It can borrow from the International Agricultural 
Mortgage Credit company which is to be started by tbe League of 
Nations. As yet nothing has been done to implement tbe above 
proposal made by the League of Nations. 

Eural finance can also bo effectively helped by loans granted to 
pare shroffs and the pure indigenous bankers in tbe busy season. 
Certain of these can be appointed as agents of the E. Bank in places 
where the. branches of the Imperial Bank of India or any other 
Government depositary does not exist. The recognised method of 
strengthening financial units is amalgamation. Tbe merger tendency 
has to be initiated in case of our small indigenous banking units. They 
will thereby become the agencies through which 0. Banking credit ran 
filter into the interior. They can easily develop the bill market for 


ff JnJr. 1«T. But many Co-.^r.tiTC 

bank* aie not included in the Schednlcd Liat, H. 

*r See Clawe 17 (Section d). 
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their pooled credit would soon be doubled. Any bill endorsed by snob 
indigenous banking concern would be easily discounted in the bill 
market or rediscounted at the 0. R. Bank. They can afford to become 
a valuable nexus between the E. Bank and the rural borrowing units. 
Without establishing this link or nexus the present day dml banking 
system cannot be abolished. The modern Bazar Hundi rate can follow 
the bank rate only when the modernised indigenous banker is con- 
trolled by the bigger joint-stock banks who are in their turn controlled 
by the Central Banker. The task of modernising these indigenous 
bankers is the greatest duty and benefit which the R. Bank may confer 
on this country. Some of them might be converted into discount- 
specialising bill-brokers or investment specialising agencies. Some may 
develop into acceptance bouses, developing acceptance business but this 
specialised working has to be done on neatly organised lines which are 
supervised respectively by the Discounting, Issuing and Accepting 
Associations working in close consultation with the C. E. Bank of the 
country. If the services of the indigenous bankers' associations of 
the different localities are enlisted these advantages would be forth- 
coming. 


Necessary Safeguards. 

The Legislative Assembly should have power to discuss proposals 
concerning currency and the monetary standard of the country. The 
Governor-General's previous sanction might mean a real danger. If 
India wants an honest gold bullion standard when London is bent on 
maintaining the managed paper sterling standard it would be im- 
possible to achieve this. 

The poUtical interference of Whitehall can possibly negative the 
discussion of such schemes. The present vested interests are those of 
London High Finance and City interests which would try,, to continue 
their domination as before. There might be insidious influence in the 
nomination of directors and higher officers responsible for the day-to- 
day management of the bank. 

An attempt would be made by agricultural interests through the 
representation of the co-operative societies to increase the volume of 
agricultural bills which can be discounted. Even if the 1/4 limit 
might be carried out in actual practice it might not be considered as 
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coming up to the limit desired by them But any filing of a 
particular limit is imposing rigid shackles m directions where flexibilitj 
ought to he the best endeavour 

There is some kind of mdostrial financing but not industrial 
banking ” An attempt would be made as in England to forge more 
desirable hnks between the banks and industries of the country 
It IS as a consolation to this agitation that the Bankers’ Secnnties 
Trust and the Bankers’ Industrial Development Company have 
been organised by the Bank of England But nothing tangible has 
resulted out of these corporations An attempt would he made by 
the prominent industrialists to secure a link between the B Bank 
and Provincial industnal corporations which they wish to start m 
every industnal Province Beyond the possibility of secunng sound 
investment which runs parallel to the efforts of savmgs on the part 

of the community, direct provision of long-term capital is beyond the 

scope of the commercial banks or the R Bank meant to act as an 
emergency financial institution It is only by maintaining low 
interest rates for shortterm period that long term rates of interest 
can be lowered and influenced Again the possibility of holding an 
even balance in the matter of home and foreign investment auMng 
<rat of the adviee of the B Brak can he dKcemed lo addmoo to 
the eatahliahmg of a close contact hy a aystem of censnltahon and 
aioneration the dilfeient hanking organisationa must aluays be 
r'S rtbin the purview of the 0 H Bmik Home investmen 

as Foreign luveatment must be propeily safeguarded B is not 

control domestic managing agents, imue hou«a and 

“^ r^r^ata but the floatation of any foimgn loan, murf be 
Investment Trusts oud England 

3 due consultation with the O J* -DanK “ 

r to supervise eaoesaive foreign lending la mcognu^ by 
the necessity to P findings of the 

the Macmillan baokmg system the 

Oonimittee are jj ^ ^ .oj the money market should be 

Becoudly thecontactwiththecapi..market 

diouldbe-'intmiste” 

Annual Report 

^oniA bB the annual reports surveymg the 

ew,lura."«fCaturesmthis.unt. .P-rt frmn 
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th.neOMS.tyofteporlmgon™ch problems as the moaernmabon of 
maigenoes banbng sod the tusmgoftheB Bank mth agiicoltm 
financing machinery it should continue issuing summaries of useful 
banking statistics A thoroughly organised statistical Department 
of the Reserve Bank should collect and publish the true daily aaeragp 
of the scheduled banks’ cash reserves The consolidated weekly oi 
monthly summaries of scheduled returns would have to find a place 
therem “ Foreign balances and foreign liquid assets held hy the 
banks should also be known to the Reserve bauk ss All other details 
which enable the R Bank to realise the present financial position of 
India ois-a vis the rest of the world should be collected by the R 
Bank The general industrial and economic statistics should also be 
collected Thorough co operation with the general statistical service of 
the Government should be forthcoming 


Enforcement of Banking Legislation 

Elsewhere, I have pointed out the necessity of the rationale of 
banking legislation A rational control of credit would become im- 
possible if banking legislation i*i not strictly enforced in the diiection 
of organisation and working of the other credit purveyors Instead 
of separate Government office a control department of the R Bank 
has to see that banking regulations in force are properly observed 
and that the interests of the depositors are safeguarded in every 
manner The comprising of monthly financial statement and the 
issuing of an annual survey of operations of banks may be performed 
by this department 


Governoi General s Interference 

Section 163 of the Government of India Act, 1935, which would 

m no case be modified in the near future, says that the Governor- 
General will pre ent the interference with the management of the 


** A glance at tLe Macoiillan Commitlee Report woul< 
details pp 177-86 

» The Uncmillan Committee insists on closer ties betwee 
Bank of England itself, pp 166 61. 


gi^e one an idea of the 
Idle clearing banka and the 
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exchange an<? cnrrency policy of the bank bv i. 

«menda.«» .. t,,E. B. AH 

fealreadyveslea khis h,ni, ia the seleotioa of {^'T 

Clanee 1) of the SovemmeBt of Indie Act, 1985. m ^edmitog 

holding of the E. Bonk {Oiause i, See. 4), in takiog op the^on- 
digeeted portion of the share capital issoed to the pobUo and r.~inn. 
the same after the lapse of some time (Sec. 4. Olaase 9), in. 
creasing or decreasing the share capitial of the B. Bank (Clanse 1, 
Sec. 5) and the issuing of the new share capital, in the appointment 
of Government official directors and non-official directors (Sec. 52 of 
the Government of India Act, 1935), in fixing the retzmoeration for 
keeping the Government account (Sec. 45 of the B. B. Act), in fixing 
conditions and limitations under which the B. Bank can refund the 
value of torn or mutilated bank notes to their holders (Sec. 28 
of the B. B. Act), in deciding token and how and under what 
conditions the C. Board has to be superseded for grave dereliction 
of its duties (Sec. 30 of the B. B. Act), in having the power to issne 
demand bills and notes under extraordinary circumstances (Sec. Bl), 
ia undertaking the obligation to supply additional silver rupees if 
wanted or to receive silver rupees from the B. Bank’s excess stock 
(Sec. 86), in permitting the B. Bank to issue additional or emergency 
notes on payment of tax (Sec. 37), in penalisiog scheduled banks 
whenever they fail to keep the prescribed cash reserve deposited in 
the E. Bank against their demand and time liabilities (Clause 5, Sec. 
42), in including new joint-stock banks in the scheduled list of 
bankers having the rediscounting privilege (Olaase 9, Sec. 42), in 
revising the term of the agreement with the Imperial Bank when 
the latter undertakes to do agency work on behalf of the B. Bank 
(Clause 1, Sec. 46), in compulsorily forming the fieserve Fund of 
the R Bank (Sec. 46) and in aUocating the annual antplus betw^ 
ttasli.rehoiaet8(Sw.47) nni the Hewn™ Bnnk iWf. in eppointmg 
the .naiteti!enet.l to ex«nino lad iq»rt 

inimblishingttoeklyBtntementof Bankfagopewtione m a» 
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by the G. Board of the R. Bank (Sec. 58). So many of these 

powers are being concentrated in the hands of the Governor-General 

in Council and most of the members of the same are generally 
ignorant of banking, currency, finance and exchange requirements 
of the country. Even at the risk of tiresome repetition it 
must be admitted that the orderly carrying out of the monetary policy 
of the nation is the duty of the R. Bank but the laying out of the 
national monetary and banking policy lies in the hands of the central 
legislature of the country. The duty of supervision should 
rest in the hands of the Supervisory Banking Council or 
the present standing Finance Committee can be enlarged to under- 
take this duty. It is not the Governor-General who should interfere 
with the course of unsound management but it is the suspensory veto 
of the Government-nominated official director who ought to see that 
an unsound policy does not arise at all. The Supervisory Banking 
Committee can be depended upon to scrntinise and tender advice 
io the Board of Directors. Otherwise a national banking policy can 
never be attained. Nor can it be assumed that the Governor-General 
in Council will be free from political influence.*®* Again the 
complete co ordination of the bank credit policies and Gnvernment 
financial policies should be secured and be the cornerstone of its 
actual working. The undertaking of financing public enterprises at 
time by R. B. credit has to be considered in the interests of compara- 
tive stabilifation of business, credit and purchasing power. The 
directors of the Reserve Bank should alwaj s* bear in mind the advice 
of Governor Benjamin Strong of the F. R. Bank of N. York which 
says •• never forget that the Bank was created to serve the Employer 
and the working man, the producer and the consumer, the importer 
and the exporter, the debtor and the creditor, all in the interests of the 
country as a whole.” 


Its daily routine. 

The work of the Issue Department would consist in handling the 
gold reserve, sterling securities, rupee securities and the commercial 
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ccriT;;? ■>' ^ 

Hpsflr^ R unstable or auciuating silver rnpees-the 

B»nk would feud <o unload tlien. on the SUaur B^omotion 
Heserve «rf take back in lien of the aame either gold or atwling 
securities. ® 


The Banking Department which would cover all other Depart- 
ments except the Issue Department would look after its relations with 
the joint-stock banks, the Imperial Bank, tbe indigenous banks and 
the Indian inimigrant banks, if any. Tbe opening of branches might 
be facilitated by the depositing of interest-free Government deposits in 
certain select Indian joint-stock banks sobject to certain maxmnat 
rates at which they might be lent. These depositary banks might 
conduct treasury work along with the Imperial Bank of India who 
would secure the bulk of this business. Until such a policy is pursued 
the entire length and breadth of this vast sub-continent cannot be 
covered by a network of banks or branches. Its statistical depart- 
ment ought to gather a complete inventory of economic facts and 
figures which will enable the managing or governing authorities to shape 
the credit-controlling ijowers with the view of achieving comparative 
stabilisation and the satisfactory maintenance of balances m the differ- 
ent economic activities of life such os production, consumption, distri- 


bution, savings and investment. Its rural credit department which has 
not been started as yet would have to facilitate the reorganisation of 
agricultural finance in all its aspects. Its savings department would 
look after the successful iovestraeut of the rural savings orgamsed by 


the post offices. At present they are simply considered as pan of the 
floating debt of the Government, An earmarking of reserve funds in 
the bands of the E. Bank and utilising them for local purposes such as 
constructing public works would create tbe needed confidence that the 
provinces are not drained of their resources without receiving any 
corresponding advantages. The bullion department might be entrusted 
with the tMk of baying enJ eoUing gold et the eceepted hya^. 

Mlowin-tl»eogge«ionBolDt.r..J.A. Trig, m. Mino Sabedar 

„ that the B.B. Bank ahoold aaaora the mana^ly rf 

imooriiiiig gold hoUion into the roanhy. Both the wntew t^ 

the i«.pott«.aa of gold raaaraa whioh attar all w naadad to 
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obligation, lo™. floM h nof^ »n « 

,b»!ldngteoan»nof. Ito soi^oaod effloMJ m ohobkmg » 

purely aiu»r,. JI the 0. Bank or the LagWatore erpands the 
real inflation would ensue. Power to wry ft* P»»» 
in the event of an exchange orUie must he ddegatod to the Managmg 
Board. Actuated with the ideal of securing free internal remittance as 
in the United Kingdom and providmg the Secretary of State with 
needed sterling resources for making payment of our annual Home 
Charges, it ought to be a decisive power in the exchange market. The 
reinstatement of free transfer of funds from one bank to another in case 
of all its constituent member banks is long overdue. 


Public Trust. 

There is not amplR evidence of the fact that the R. Bank is a 
" public trust " except that provision has been made to limit dividends 
op to S% iniiTrlmnm and the ceding of the profits to the State according 
to the programme outlined in Clause 4, 

This quality ought to be fittingly displayed by its contribution in 
the direction of facilitating land mortgage business and short-term 
agricultural financing by having a special department of its own to 
study agricultural credit in all its ramifications or by making contribu- 
tions to the Debt Sinking Fnnd.so that external indebtedness might be 
curtailed. The consfroction of R. Bank’s own warehouses or helping 
licensed warehouses to be started in the interior can be undertaken. 
The earmarking of a portion of the Reserve banking business's surplus 
has to be done at the outset. Such a thing exists in the case of other 
national banks notably that of the Bank of France. 


IntUal Difficultiesf 

It would be folly to minimise the real dangers which the E. Bank 
would have to experience in the early days of its existence. The 
financial good that it can hope to render would not be very conspicuous 
from the very beginning. The immediate changes that it would brini? 
about must be studied. Firstly, it would necessitete the transfer of not^ 
issue powers at present exercised by the Government of India. Second[- 
y. It would involve some cataclysmic changes in the rediscounting 



«» srbsekt-dai babkjkq nt nmu 

of- '-'honaiB” or . mannfaotiirefl bills” by the Omimiw . 

C^ncy T^y.tbelsckofsx. cs*asis«, 

abssMs of the biU habit o.ay be coo.««.ted epos. N^y 1 

I® ieeiaefeaed 

sZr 1“ *° “'““'ieoUw control oTer the 

sjtaat^ Agam the ex<*ange banks might not agme to cnrtaa their 
dependence on the L. M. market either for rediscounting their bills 
or for investing their liquid resources in the short-term money market 
of London. Pinally, the much expected stabilisation of prices and 
money, conditions .and business stabiUly would not be forthcoming 
even though a judicious use .of the bank rate or open market opera- 
tions can be made. 

Considering the “ agricultural. lag ” fluctuating or changing price- 
levels would have more pronounced effect on the fanners than on the 
industrialists. ' However much the need for benefiting the farmer by 
means of a stable price-level might be feH, still in actual practice it 
cannot be realised without other helpful factors co-operating with the 
Central Bank in improving the situation. 

If the above suggestions indicate the lines on which opposition to 
C. Banking measures cau be expected it can still be pointed out that 
the immediate benefit accruing to the country can be experienced in the 
following ways. 

With member banks' mobilised reserves in its bands, an elastic 
note-issue and a comparative price or business stabilisation discount 
policy actuating the working of the Beserve Bank — an open market 
operatiori policy to supplement it and with power to' borrow abroad in 
the interests of the country the R Bank can secure the development of 
a bill market, make provision for rediscount facilities, facilitate the crea- 
tion of rupee bills and lower the interest rales prevailing in the country. 

Confining its activities as do most of the Central Banks of other 
countries to the indigenous members of the Indian money market it 
cin act as a Successful bankers’ bank helping agriculture and industry 
by discooctiag .gricdlomi bill. rfnme monU.. 
dmaHon and OTn08ntratinrwia>i“ i** 

ibentnMS for imvindal apea land mortgage banks or pmyincid 
ibaoetriol oorporafiona when they are created. i. a. h. 

Ndkayrtbe-mopopoly of the foreign exobange banks cm to, 
ti^doto-Viaiiag tte cbMpatind bed eadamge tanks. The 



of sellmg to or poroteBog aterliog e^Mge any 

ofitosiieanleabanlB would redoco tho ptesonMay dopeBdeme of 
tho Indian joint alo* banks on tho foroign onchango banka 
Again. It would ptovant tho reonrronoo of tho 1913 15 banking onais 
Finally, ovon taking for granlod that it oparatoa in an orthodox 
manner the B Bank wonld facilitate and improae tho romittonw 
business of the Government, provide the rediscount facilities for the 
commercial banks, manage the currency and the credit system of 
the country and perform treasury business on strictly intelligent 
principles The most important innovation wonld be the rediscounting 
of hundis by the joint stock banks which is now considered a weak 
sign and nos resorted to by them This would enable the spread 
of the banking net far and wide It would increase his soips to 
( aifftrrtmft his powsr over the entire banking field The slow 
popularising of the credit instruments, the enoonragement of the 
deposit habit, the training of men fit to rnn banking institutions and 
the efficient handling of the banking system during the times of 
a crisis, would be so ne of the immediate beneficial advantages But 
to sacure even these simple benefits it has to pursue a bold, active, 
forceful and energetic policy Conducting its business in the above 
manner it will eventdally occupy its rightful place in the Indian 
money market as the corner-stone of its cnirency and credit 
qistem 


For a realisation of the higher advantages of the C. R. Banking 
system it takes indeed longer time on the part of the Reserve Bank 
to accomplish any one of these advantages As I have stated else- 
where,®® the R Banking policy shonld pursue a correct line ilf 
action in satisfying the currency and credit requirements of agi^cul- 
ture, industry, and commerce in times or periods of unemployment, 
m times of trade cycles, in periods of bouts of speculation, in days 
of unceasing gold movements, in tunes of increasing necessity of 
international Central Banking co operation, and in seeunn^ bu-mess 
stabihsatidn and the satisfaction of the Government’s financial 
requirements and capital expenditure Complete co-ordination of 
bank credit policies and Government’s financial policies should be 





PftESfeNT-bAY BAtofG IN INfiU 

secured and be the corner-stone of its worJring. It needs no emT,!, • 

a®«ble aav.nt.gee at a. t,ry outset. Better orgenieL. ^ 
do^ ^ch mth tte moneg meAet may enable it to tediee tl* 
durable and ambiuoue ptogramme of eeonomio Swaraj, monebay 
rahonahMtion, wideapread and orgaoiaed banking devdopment, 
alabihaation of monetary markata, and effeefive contaol over eradit. 


Long-period Advantages. 

In the evolution of time when present-day difficulties conceming 
War debts, lack of international understanding, tariffs and arma- 
ment tend to disappear the world might decide to adopt a definite 
monetary system. The jaresent-day linking of the country to the 
sterling standard might be given up and a permanent monetaiy 
^stem might be adopted at the suggestion of the B. Bank. The 
temporary depreciation consequent to the linking of the rupee with 
sterling has produced no lasting benefit. In spite of insistent cries 
for a managed currency poh't^ aiming at improved internal prices 
secured through a policy of economic autarchy the Indian Govern- 
meot have been marking time. So long as Great Britain refnses to 
adopt the resurrected gold standard the chances are indeed remote 
for this country to give up the mpee-sterling link. Lowered 
interest rates and balanced budgets, thanks mainly to higher taxation 
-yields and improved industrial situation resulting out of enhanced 
customs duties and increased savings deporita, strengthening an other- 
wise weakening exchange, statioriary price-level, slightly increaring 
exports and continued export of gold are indeed some promising 
signs of economic relief but unless the B. Bank oonsciously and 
deUberately plana the entire cunency system of the country m the 
light of the producers* and businesamen’s reqniteme.^s no real 
material progrosB can be achieved by this country. To^ achieve 
this purpose it is essential for the B. Bank to study 
Xndian needs first, Indian needs second and Indian needs third 


wTHwle* " Taais— the Gold Standard and 
n For tbe prea and cons of the atap, aee my arbctaa 
im ** and '* I»a«a and the New SteiMng Standard. 
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ought to be the ideal. To be dragged after the chariot wheel of the 
BankoflJnglandandhe dictated by the exigencies of the Bnfash 
' Treasury seems indeed derogatory to the dignity of the country. 
Such a policy would never enable the realisation of the national 
economic interests in monetary and banking affairs. Monetary 
nationalism is indeed the most crying need of the hour. , 

The evolutionary trend of momentary management in modem 
times has been in the direction of controlling credit policy and adjust- 
ing the supply of currency to the volume of credit created. The 
management and general direction of credit is being done in the vrider 
economic interests of the country. This managed system of credit 
and currency must pay heed to national considerations and internal 
requirements alone. Begard to international complications ought 
not to sway the above policy. The dictating of the credit policy of 
the banking world as a whole is surely beyond the scope of our B. 
Bank. Securing comparative stabilisation of internal prices it ought 
to be the endeavour of the B. Bank to confer short-term stability of 
exchange so that traders might not be inconvenienced. At the present 
stage of statistical knowledge it is impossible to determine exactly how 
much credit and money would be required and produce that much 
alone — no more and no less. 
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The Eobbign Exohanqb Banks 

TheoffiosldeBml.an^TH«)gionp.-6tat»t«^^ tablea-BxplsMtm of 
Niln« of tennoB.-Fo«,gn exchange expl«nea-The.r defectii-43not.t,one of Bxchan^ 
lates-Theirmentorions eeraces-Wer time eemees-" Forwetd e«^e i^atfons 
General aid. to ihe.r bmnneM-Their «.de margin-Veated xoteieate-Oommeroial Banka 
nndertakingfomiinexchange-SoggcelAjna to overcome their difficnltiee— Dealings m future 
conditions of safety— Suggested restnctioas against the exdiaiige banka— General obl^ons— 
Possibility of eTSsion— An examination of the restnctiona— Terms of the Incense— ale real 
remedy-An unpardonable exaggeration— Statistieal Tables denoting their progress 


The official definition 

The ofacial defimtion of the term ‘ Exchange Banks” points out 
that the head ofiQce of the banks should be outside India But in 
Western countries this word is used as a general term to include 
those hanks "that are specially concerned with financing the trade of 
India and China which countries not having a gold standard have 
exchanges peculiarly liable to fluctuation The fact that the 
Presidency Banks were not allowed to deal m foreign exchange 
business gave scope for these banks to specialise in it.^ No rigid 
partition of busmess exists between those major types of banks doing 
business m India, , the Imperial Bank, the exchange banks and the 
Indian joint stock banks The exchange banks besides dealing in 
foreign exchange conduct ordinary banking business, i e , they lend 
money at call, make investments, grant loans, issue commercial and 
travellers’ letter of credit, receive deposit and do agency business but 
during the busy season they mvest a. oonsiderablG portion of their 


* Sea Dr Ii. U Mmty, “ English Baahiug Methods, * pp 44 and 46 

* Although Cooks Branysto and SymesSoatepoiDt out that tbu bmitation was a self, 

impost one on the part of the Presidenoy Bank of Bengal and the later laaeatuhes of thia 
per od ba«e faithfiiUy copied this infoimation sttO the noma of the dtreetor toho mpeaed thu 
ftmitetion » not gnen out tn any hook on thu tabjeet at yet. It was Mr Cot^enl vho un- 
^cioBtly added the words » payable ete, andihue mpeted the hmtebnn, Bee 

file Asiatio Jgornel which qnotei it from the Bsnpol Courier, Jane 12, 
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fands in discounting foreign trade bills n ia 
differentiates the exchange banks f„n. ‘the other barng 


Two Groups. 

Theexthange banks fall into two groups, i.a.. Gionp I .-Banks 
whose business in India is limited and forms, say. one-tenth or even 
less of the total volume of their business. In recent years they have 
been holding only 1 % of their total deposits and 1% of their cash 
reserve in Indiar The following banks belong to this category 


Nama of tbe Bank* 

1. The Gomptoir National 
D’Escompte de Paris. 

2. The Yokohama Specie 
Bank. 3 

8, The Sumitomo Bank 

4. The Bank of Taiwan ^ 

5. The* Mitsui Bank' 

6i The JLB.n9.n Bank . 


Head Office. '■toblbbrnsiit 

10 Ibdia. 

Paris 1862 

Tukio 

Osaka (Japan) Bombay (Dec.. 1916} 

Taipeh (Formosa) Bombay, 1917 
Calcutta. 1021 

Tbkio * Bombay, 1924 

Tobio Bangoon 


3 The lodiair branches of the Yokohama Specie Bank wen opened' at Bomba/ in 
December, 1894, at Oalcnfta in October, Iflll, at Rangoon in Jannar/, 1918, and at'Haracbi in 
Jni/, 1925. 

* The Bank of Taitran was temporanl/ closed in tbe spring of 1927 as it looked up its 
mon^ in advanoea to the Sitgiki ooncern. Tbe Japanese Government aalboawd the 
Bank of Japan to grant advances (o the Bank of Taiwan and frpm Jfcy 9, 19S7,|t began 
cpndneting bnamesa aa nsq«l. ’ ‘ * 
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foreign exchange banks 


Name of the Bank. 

Bead Office, 

Year of eiUblishmeul 
in India. 

7 Tho Inlernolional Banking 
Corporation (absorbed by 
fbo Notional City Bonk of 

N. York)* 

New York 

1003 

8. Nelhorlondsohe Miaohe 
Handles Bonk® (Nether- 
landa Indio Commercial 
Bonk) 

Holland 

1863 ’ 

9. Ncderlondsohe Hnndal Ma- 
otsehappij ' (Netherlands 
trading Society) 

Holland 

1889.Bangoon 

1920-Bombay 

Galoutta. 

10. Hongkong'Shangbai Bank* 
ing Corporation®, 

Hongkong 

1867 

11. American Express Company 
(absorbed by the National 
City Bank of New York). 

New York 


12. Banco Notional Ultrama- 

Lisbon 

Bombay 


rino- 


* This B»nl( IK thsoffibootol the National City Bank of New York. The ptesent name 
was adopted in 1821. It has branohea in Bombay, Calentta and Rangoon. 

* This was started in 1863 as a private bank and began estensiveplantation business 
in Java and the Dntch'Baat Indies. In 1881 it bad to shod its plantation bnsinass and due 
toptomptbelp from the Netherlands Trading Solely it did not fail. See E. Labana'a 
Abridged English Edition of the Hiatoiy of the Netberlanda Trading 8ooie^~pnblidied in 
1931. pp. 48,60, 

t The Netherlands Trading Society was formed by Xing William I in 18Si4 with the 
obfeel of prom sting national trade, abipping. fisheries, agrienUnro, factories and transport 
■nd open up new avenues for Batch cammerce. Is soon became the banker to the Govern* 
ment. By 1874 it began to combine banking bnaineas with trade in g'loda. From 1890 it 
began condociing increasing volnmo of exchange and banking bnainess in the East Indies. 
In 1889 the first Indian office was opened at Rang>)on and it was confined to local credit 
bniinesi. In 1920 branches were opened et Calentta and Bombay. From a mete trading 
roarorn it became a socoessfnl banking eotpnation in the widest sense of the term. The 
mast dittiognishing feetures of the concern were its maTiy*ndeda eiinties in the direction 
of plantatica and forming syndiestes foreonstroeting railways. See ibid. 

* It has an important office and Committee in'Iiondoo, 

17 
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NanSe of the Bank 

13 The Impenal Bank of 
Persia ® 

Bank amalgama 
ted wth Cox and Co and 
H S Sing and Co 

15 Thomas Cook and Sons 
Bankers 

16 The National Bank of 
South Africa 


Bead OfBce. of establuhtneiit 

in India 

Teheran Bombay. 

Bondon 1923 

London 

Cape Town Bombay 


The Busso-Asiatic Bank and the Deutsche Asiatische Bank have 
closed their doors since the outbreak of the last War Besides the first 
three Japanese banks which are generally mentioned by the other 
writers on banking there are two more Japanese banks havmg 
branches in India. The Mitsui Bank has a branch at Bombay opened 
in 1924, and the Canan Bank has a branch at Bangooo Some of the 
banks of this division are generally styled “Agency Banks” as they 
specialibe in managing the financial needs of the tourists, British and 
foreign residents in India Thomas Cook and Sons, Grwdlays, the 
American Express Company and the Lloyd’s can be taken as the chief 
Agency Banks in this country 

Passing on to Group II the exchange banks that belong to this 
category are the following Though their bead effice is situated ontside 
India they have their major portion of business conducted mamly m 


India 

Name of jbbe JSank 


Bead Office 


Tear ofeitablidimelit 
u Jniiia 


1 The Charted Bknk of India, London 
^ Australia & China * ^ 

2 * The National Bank of hadia London 


^ 9 It has de-ided to wmd np its Indian busioess and bae appointed the Uoyd a Bank 

as Its Indian Agent (Ang , 1934} 

10 TbiB amalgamation was brongbt about in 1923 Us,*. ,n 

- II This bank does nb bnsiness in AustrsJIa Owing to ” 

Sydney It bad to give Up its attempts of opening an office in Anstra is “ Cortora 
St T^fisota Ih Ofitolier, 1927 it aecnred control over tlio P and (T Banking Qw^ors 

from Jannaty, 1928, this bank merger lO eonanOtmglts bneineetf 
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exchange banks 

JLOlr 


Tear of ealabliahment' 

fJamenf the Bank 

Head Office 

10 lodlB 

r 

S The Mercantile Bank of 

London 

1898 

^ India 



4 The Eastern Bank of 

London 

1910 

’ Indid 



5 TheP andO Banking 

London 

1921 

CorporatioU,^® 



The newly started Imperial Bank of India does 

exchange busmess' 


for its customers only xna Aiiiaoue 

Bank’’’^* difl exchange business on a large scale One or two Indian 
banks have recently been started m Bombay to deal with exchange 
buamess Both the foreign firms— Thomas Cook and Sons and Onndlay 
and Company conduct exdianga banking on a large scale but it is 


U xt tnuuaota a large rolnme of bnaineBB la Soaili Africa and Bn^ish Africa It 
in India in ISSS but ttob tiansfenad to London in 1636 aftef adopting^ the 
piCBent name 

n In IQSI the F and 0 Banking Corporation affiliated itself with the Allahibad Bank 
Owing to the recent merger of the Obartered Bank with the F and 0 Banking Corporation 
the affiliated banking oombination wonid hare about 89 branohes in all While speaking 
of thiB transaction it is eaaential to know the netore and obieet of this fnaion “Aboilb 
196,069 ebaies in the P & 0 Banking Oorpcralion were acquired so aa to aeciun a controlling 
interest in the F end 0 Bank We regain control of valaable baaiaeaa conDcotions 
whidihad rather paaaed awqywhea the P andO Bank came info existence, anch bnsi* 
neaa corating India Burma and Oqrloa, China and Japan and so as to prevent ibe basineaa 
inm gettmg into other faaoda Further we have a well<establubed bnsiness working in 
harmony with omcaelves and ceasing to function as active opponents Xo make ’effective 
our oontnl of the Bank Ur W B Preston baa become the Vice Chairman of the 
F ft 0 Bank and UaaaTa Bateson, Colin Campbell and Mackay have jfiineS 
the Board df Oiiectorate of the F ftO Bank” See the . Ohairman’e apeeoh oh the 24th 
ordioeiy general meeting of the Chartered Bank This praelice of large banks 
other banks to tfaemaelvaa by the pucohasa of aharea la not common in Indian twTikm g 
qides This practice atom dunng tiis War and in the L U Uarket thcfe are several big 
Idnt-Biocic banka holding the aharea of dhialler ones conducting baaineae m ank 

lidand'^ 


1 The AlIienoA Bank of Simla failed in 1924 

* The TMa Lidnstnal Bank recently amalgamated with the Central Bonk of fn^, a 
“ The Union Bank of Bombay and the Indnstrial and Exchange Bank Of theae, the 
first bankia now under the management of the C B of India and in the near future there 
toay be a complete amalgamation The Induatoal and Exchange Bank baa snapended 
payment 

. flnndlay and Co , is affiliated to the Eationel Proyinmal Bank-one of4hi 

Big Five' of the London iomUtodc banka , ^ 
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ancillary to other -work they nadertake. There are Beyetal other 
honees whidi conduct eome banking business and their establishments 
in London as well as in India give them an opportunity to conduct 
exchange hwnkin g on a ■small scale. Some of the interior joint-stock 
hpTilTB have correspondents in London and other financial centres of 
the world. Sometimes they do exchange business on their own account 
but very generally they keep only working balances to supply exchsnge 
facilities for their customers. They buy and sell and receive for 
collection drafts and telegraphic transfers' grant commercial credits, buy 
approved outward bills, issue travellers, letters of credit available in all 
places of the world. They secure local deposits, discount bills and lend 
on shipping and other documents.^® 


Statistical Tables. 


DeWMits CBBhBalBHM 

Orcupl 14 64.686 68,689 199.714 847,967 29.189 

0r™pn 6 9.644 18.892 606.748 76.604 


I , 11,407 

II, 851 


Ec:planation of their Exchange Business. 

essentially two-sided. On the b J country 

; India and on the ^ 

rf their origin. 

for deposits than what the Lo J provided 

(InriDK 18®. Banlfi 

iifonnatton see CcmaMciu 
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rates see more fasotirable flian the Imperial Baal s rate te B«a fle- 
praita or the rates granted by the English joinWock banks in 

T-'S-. The Imperial Bank does not now pay on onrrent admits 
white the eMhenge banks pay 8% on balances- exceeding a definite 


limit. , , . - 

Formerly they used to take pride in the fact that they obtained 
capital for India from London bnt now they.have discovered that 
money can be tapped in India also. J. M. Keynes pointed out long 
ago that these exchange banks never kept an appreciable cash 
reserve in India but their position has been much strengthened ever 
since that lime. But, of late, it has again fallen to a low figure as 
denoted in the following table. 

Percentage of cash to liabilities on Slst December each year. 


1916. 1025. 1028. 1030. 1032. 1034. - 

Group I. Agencies of large banks 

doing business in India. 35 15 11 8 16 13 

Group II. Banks doing considerable 

business in India. 25 13 11 13 12 10 


The chief difficulty of the exchange banks consists in their 
undertaking to perform their business in several places. They have to 
so carefully adjust their resources that they do not suffer from want of 
capital at any place and this is no easy task. Their position would be 
very difficult if a concurrent crisis both in the London money market 
and India were to develop simultaneously. Normally, they depend on 
importing funds from London to India and remit it back after the 
period of employment. So long as they have sterling assets to cover 
their liabilities m other currencies there is no danger. A sterling bill 
can easily be sold in the highly organised discount market of London 
and the proceeds are always equal to gold in a free gold market as 
London. So long as sterling is convertible into gold it has to be 
considered as a safe cover for a liability in any other gold standard 
currency.'s Danger arises only when the sterling is not convertible into 


60 and 87 of the Bengal and Bombay Etotinoial Banking Committee 

s The diairman of the Meicantae Bank of India (1929) plainly admits that local bneineas 
compenBatei gnatlyany loss in foreign exchange boainess. ,i > 
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«d at soch a pariod the Exohaage Baak. ahoald cevar every sad.. 

■” p'““ 


The nature of their other business. 


The exchange banks besides dealing in foreign exchange and 
having export and import bills conduct ordinary banking business 
competing to a certain extent with the Imperial Bank and the Indian 
joint-stock banks in the matter of loans and overdrafts.*® They 
finance internal trade in certain big centres of trade like Amritsar, 
Srinagar and Mandalay. The piece-goods trade in Delhi and Amritsar’ 
- and the leather trade of Cawnpore are financed to a great extent by 
them. They compete with the Bengal branch of the Imperial Bank 
of India in the matter of financing jute operations. In the Madras 
Presidency they confine their business solely- to the financing of export 
and import business but they practically do very little or hardly any. 
local business for Indians. The Exchange Banks utilise the M^ari 
bankers to a great extent and grant advances to them on securify 
goods, prodnce or bills of exchange and fix exchange contracts wi& 
fheni from time to time. The Mar war! banker considers it as bis 
main duty to secure advances from the exchange banks and these, 
finance the exports and imports to and from the interior of the conntiy 
the ports. The Exchange Banks have about sixty to eighty 
branches in the’ interior of' the country and there is no statutoiy 
restriction compelling them to keep a high proportion of cash reserves 
in India against their Indian liabilities.*^ They deposit a part of 
their cash reserve's in the Reserve Bank of India. They are some of the 
chief importers of gold bullion and sovereigns into the - country. ..The. 
gold bars of the two banks, viz., the Chartered Bank and the National 


■ » -See P..887. Majorify Beport for a table stating the proportion of cadi to liabilitiea 

specially meant for India and the Par Ea.t am 
in Lonl tV^Uties of lOO-os. and 500 os. and 

are necked for export fiee of charge but the cost of the box melodingtbn 
pacing :ie acfunlly about da.: Bach bar weigh. 400 oaa. and it iaroogbly worth aboto 
a little ouer A1|700. 
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Bank of India are the most popular Their colour and touch are 
well known and though the Central Bank of India is trying to import 
gold bars of 5 and 10 tolas each these have not succeeded in nnderniin- 
ing the popularity of the above gold bars Silver is e^so imported by 
the Anglo Eastern Banks 

Coming to their exchange business the export bills are classified 
as D/A (Documents on acceptance) and D/P (Documents on payment) 
They are bought wi India and drawn on London and as they are drawA 
on well known houses in London, they can be discounted easily Th6 
head office of the bank in London holds the D/P bills till maturity 
and cashes them The D/A bills are rediscounted immediately after 
acceptance at the London joint otock banks or bill brokers or the 
Bank of England according to the ease or tightness of the money 
hiarket in London A large majority of the export bills in Calcutta 
are sight bills and received by the bank in time to be despatched home 
by the weekly mail Some of the export bills are usually drawn for 
three months They are either ‘ clean ’ or * documentary ' Whether 
the D/A bills will be immediately rediscounted or not depends on the 
following factors the nature of the drawer of the bill, the Bank of 
England’s rate of discount and the bank s own need for cash The 
money to finance the export trade thus secured by means of rediscount- 
ing export bills is British capital and not Indian money This is 
consideied a danger to our export trade As the Indian deposits of 
the exchange banks increase this danger will be minimised India’s 
dependence on external capital is being slowly reduced and if the 
export surplus is always wisely invested or banked m the country 
reliance on external capital would not be necessary During the last 

** The Bombay importer known BS the 'chokay oRrees to pay the price to the Ex 
change Bank on the arrival of silver and through the medinm of ehroffs this silver is dis 
iribnted to the np^ioni tty centres In addition to thew the Marwari broker speenlators ar 
also active dealers in the silver mo ket The Bombay Mlver Merchants Association ngn 
Isles tic market For detailed informalion see B White ‘ Silver, its Hwtoty and 
Bonmner 

O No accurate statmtical information has lieen collected with the ob ect of estimating 
Ihe amount of funds employed in rediscounting the Indian Trade Bills Some idea can be 
had If the amount of tills rediscounted by the exchange banks belonging to Gionp n 
Is taken into aecouet Itw true that they discount otler countnes trade bills also bat 
in ban trade bills fo m the m ijor portion of their bills diseonnted stem 
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16 years ‘We a great development of the capital resources of the 
^untry and the Government daring the Jast three years were able to 
finance large star^g ejcpenditnre on capital acconnt apart from levenae 
Mcount and paid small repayments of sterling liabilities, and tbe 
English stockholders of tbe G. I. P. Ry., were paid off to the extent 
of two or three millions sterling. Thus absolute reliance on external 
capital is no lonpr a feature of the presenMay economic conditions 
as it used to be in the past. Again the Central Bank that would be 
started in the country would absorb much of the rediscount bnsiness 
in future ; hence it would be Indian money that would finance oar 
trade. At present there is no diflfculty in financing export bills and tbe 
exchange banks usually arrange adequate finance. Previously when 
the import cover was insufiicient they used to generally depend on 
Council Bills for laying down funds in India. Even now no emeigency 
currency is actually needed for this purpose of financing export 
bills. 

The import bills are negotiated in London and drawn on India. 
Again it is the Exchange Banks that' finance tbe import trade through 
their London office and its funds there. The bulk of the bills are 
drawn D/F (Documents on payment) in sterling. These bills are 
never rediscounted. This can be repaid at any time daring their 
currency A large number of them become past due as the importers 
treat the due date of maturity with indifference. The result is that 
the payment for I he bills is nncertain. The exchange banks finance 
the exports of British shippers by disooanting their docnmentary bills 
of exchange and the shippers execute letters of request and hypoJheca- 
tion in favour of the Exchange Bank. The exchange banks become 
tot v»Itie rf bflh dtawn on the InffiM cmeignee.. The ledm 
emrigneee generally aeeept bill ana apply to the eiA«.^ bmk. 
for deliveiy of goode before payment egamel tmei 
4 lading md otter neoeeeary docnmente ere 

“ rimMttne obtaina poseepeonof the goode which he holde as the 

rZ^thal? ome M banh. Th. ^d. em rmw etored 
rented by the ooneignee end tbe hoeded wetdionsee are 

TOoia be in ® ^^Ze Wanoe of trade which has to be 

nsnallylBa»haoaft.wn»Be 0^ 

p,atoh6r«.att.o»hM.8» banka formerly -wed to ig 
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balances by baying CtoimcilbvU8a.iid Telegraphic Transfers.** Th^ 
also seat gold bullion, coin and silver bullion Besides these there 
vvas the transfer of O^vetameat Rupee paper from London to India 
At present there is the sale of drafts required for Indian travetlers and 
students in England Thus the pncchase of export bills is done vwtti 
the aid of (1) import bills, (3) sale of Sfcerbug to the Government of 
India payable in London, (3) gold and silver bullion, (4) transfer of 
Rupee paper and (5) sale of drafts and telegraphio transfers payable in 
London and elsewhere out of India to private cnstomera ** 

The Eastern Exchange Banks are doing quite a lucrative busi- 
ness The dividend that they declare is not only high but their 
shares possess a high value on the stock exchanges ** Thanks to the 
Gold-exchange standard system the speculative element in their 
business has been removed and a satisfactoiy * par of exchange ’ is 
established between the silver using countries and the gold standard 
ones They have passed through a keen struggle for existence They 
have obtained great reputation consequent to their long-establishment 
m this country for a long time and they are zealous of intrnders who 
may encroach on their bueinass It is the prevailing opinion that " it^ 
18 practically impossible to start a new exchange bank in teeth of the^ 
opposition of the old ones *' In 1870 there were only three exchange 
banks and in spite of the ' open door policy ' maintained by the Govern- 
ment of India then number is exceedingly small In 1919 21 about aix^ 
exchange banks opened their business in India and their total number 
rose to 19 Their bnsmess » such that the customers flock to the 
old exchauge banks rather than patronise the new ones As* Mr, 
Wolfe observes, “the English Banks have subdivided the export 
field m busmesshke fashion, honey combing each section with 
branches, agemaes and correspondents and through the undisputed 
BViray which London has as the centre of financial transactions in 


« Tha sew syctom of Uoverameat panhases of •fatltag by paUlo tender in India 
bu duiiUeed the old one of the sale of eouocU btlla, 

® See the second table attaobed to this ehspter 
* See Jibe third table attacdied to thia ohapter 

» J K Kq,ne»»yB "Jodien Badiaoga BaakJng i,ao boainaaa for epeMbtive or 
enterprWngnBtaidenandthe large pnBta wliteb it eema era piotected byestebUebeauid 
Ml eanly aaaaUable adranteges 
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ffltoatioaalborinassmeTery wen-placed to serve tbeir disot. .od 


Foreign Exchange explained. 


Foreign exchange bnsiness involves two sets of transactionB. 
Firstly, it confines itself to the haying of exporters’ bills of 
drawn on the different markets of the world and the forwarding of 
these bills for acceptance and discount or for collection to their foreign 
correspondents or branches if they exist. By this method the 
exchange banks create credits in foreign centres where the bills ate 
payable. Secondly, these funds have to be utilised and so demaud 
drafts against these credits ate sold to those people who have to wmira 
remittances. Profits from this business accrue out of a combination 
of purchase and sale of such credits and the margin between his 
buying rate and selling rate constitutes his profits. The creation of 
excessive foreign credits which cannot be used means idle funds in a 
foreign place. If no sufficient foreign balance is to be had when the 
demand for bankers' bills is brisk, the opportunity for making profits 
is lost. Success in foreign exchange work depends on the buying of 
commercial bills just sufficient to meet bis own drafts against the same 
centre. This business principle is often styled in banking parlance 
as the rule of compensating purchases and sales," ».e., maintaining 


an equilibrium between the addition to and subtraction from his 
foreign balance. ' 

While the above principle affords the theoretical basis on which 
(onign (Kohaiige busiaeBS a to be oonduoted (here ere ocoeeioee 
which tend to make (hem deviate trom the prindple. In owe of 
epecnktion in foreign bUle and investment, in fore.^ b^s tb™ m a 
of the principle of purchase and sale - Batwtobei. 
acting for the buyer « seller of bill, of eacbange the Inmker doe. not 
forget this cardinal principle. 


he overaollBs 
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Bnaffly speakmg, it i» mt th, trade fartor alone that m the eole 
foree operating on the ejohange market There are other t^e 

workmg on the foreign exchange market and it a final atatemmt of 

theae diJerent torcea le to be made this tabnlar form aronld be of 
much significance 


Debits to the Ind so Exdiange 
Banks 

1 Merchandise Imports 

2 Zhdisn tourists, students’ remit- 

tances 

8 Immigrant or banher and Insur 
ance Co s remittance 

4 Tndifln seounties repurchased 


CMits to the Indian Exchange 
Banks 

1 Exports (Merchandise) 

2 Be export of precious metal 

from India 

8 Missionaries, travellers, etc , 
and their payments to Lidia 

4 Short term loans Boated by 
Indian business firms or the 
bankers 


5 Gold and precious metals imported 
to this country 


The supply of bills in the Indian exchange market anses out of 
the exportation of goods, out of the sale of Indian secunties to foreign 
investors and out of payment of interest, etc , on the foreign securities 
owned by the Indian people and short-term loans floated by 
Indian business firms, the Government or the bankers These 
create credits in London and other foreign centres for the Indian 
bankers 

Against the credits thus accumulated the bankers sell drafts to 
those who make a demand for them Demand for bank drafts anses 
out of the importation of foreign goods, the sawices of bankers, etc , 
payment of interest, etc , by Indian borrowers to fweign investors, 
expenditure by Indian Government, tounsts, students, etc , and 
repayment of short term loans floated by Indian borrowers in London 
and foreign centres 

Thus the Exchange Banks receive all payments due to the Indian 
people by foreigners by taking up the bills of the “ Indian creditors 
and advance money on the same or transfer it for collection The 
Exchange Banks make payments to our creditors by receiving our 
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money* and give ns a bill payable abroad or present to ns a bill 
payable drawn by the English or foreign seller. As onr tr!d! 
does not usnally nicely balance sales and pnrehases are never 
eqnal or in equilibrium.” It is the dufy of the exchange banks to act 
as the middlemen reducing international trade to barter. 

The expression rate of exchange means the terms upon which the 
bill payable in foreign money will be exchanged for rupees. There is 
no single rate to cover all varieties of bills drawn in foreign money. 

Dae to variations in risk they command different prices. The rate 
of exchange refers to bankers* telegraphic transfer drawn upon tbe 
foreign country, i.e., it represents the drawing rate for telegraphic 
transfers on foreign city. The price of the Bank bill depends on 
the intrinsic worth of tbe domestic money and the nsefnlness of funds 
in a foreign city versus the usefulness of funds at home. The rates 
are controlled by the forces of demaud and supply of bills of exchange 
fluctuating fn normal times within the narrow range fixed above and 
below the par by the cost of exporting and importing specie. Tbe 
duty of the exchange broker is to multiply and perfect his means of 
gathering information regarding the sources of supply and demand 
so as to be able to predict wbat the behaviour of rates will be. Tbeir 
tedtative bids and offers of tbe exchange are approximations to the 
ideal rates at which demand and supply will be in equilibrium. The 
progress of the rupee rate is generally subject to tbe infinenoe of 
several factors the most important of which are the following. The 
mcreasing progress of the export trade, tbe firm monetary conJition, 
tile paizoity-of imports and' other means of remittances from India to 
London and the reluctance on the part of the Treasury to make 
■ substantial . purchases of sterling tend to raise the rupee rate 

■ ' If • the rnpee bBoomee mote veloeble in eteling it meme itot the 
aterling demend for the rnpee ie etrong. Sometimee present demend 
for tbe sterling ie aooen.p«.ied byseleof Bterlingfor enenr two w 
three months .head. Thi. mean, that so™ one hapng b<^t 
.taaay steritog fonwrd to cover his fntnre needs >■“ 
able *0 “““ ‘SLm' only be done if the 

Bntthe,^ foot ^ 
J^indnoedtobny‘.pet’'^l>»l»-' end seU fotnre. when 
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i4i 


high tendB to stabilise prices or rates of exchange. The lack of ^ble 
standard of payment renders necessary this provision of forward 


Then dejects. 

The exchange banks have never perfected the means of remitting 

the favonrable balance of account into the country. The Government 
by the sale of Council Bills and Reverse Councils have been **Bpoon- 
feeding” them at both ends with the consequent result that credit' 
organisation has not been perfected in India. Sir Stanley Reed 
repeats the charge very eloquently before the Hilton-Young Com- 
mission—" 1 hold the view rightiy or wrongly that thus praeltoe of^ 
spoon-feeding the exchange hanks has been demoralising to the 
exchange hanks. I think if the Exchange Banks instead of being 
able to sit and draw their remittances at convenience on tap, by putting' 
the cup under the tap and taking what they wanted have been forced 
to consider ways and means of dealing with this remittance business, 
they might have gone much more actively into the Indian money 
market for the development of Indian resources or possibl}’ — ^which was a 
point which was put before one of the earlier commissions — ^very strong- 
ly encouraged the porcbase of sterling securities or securities abroad. In 
all these ways the Exchange Banks could have been more valuable 
to Indian finance and the development of Indian resources than they 
have been quite apart from the exchange operations themselves." 8® 
India could easily have been made a creditor country under their 
guidance. The purchase of international investment out of the available 
funds arising out of favourable balance of merchandise payments after 
paying all visible as well as invisible debits, could have been taught 
to the people. Even now it is not too late if they undertake to teach' 
the people the art of investing the annually net favourable balance of 
accounts. Sir Dadiba Dalai wrote long ago that "we missed the 
favourable opportunity of acquiring foreign investments during the 
period of late war.” 


*• Vdnme V, p. 246. 

Ot Mann^a^a Smith Committee-aee also the oral evaenM. 

of Mann Sidwdar befote the Babmgtoa Smith Oommittea. 
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the Baeta ehedd be eI.o;ed te do Ld 

gam eoo^ to the Loedoa Money Market. Undoabledly tbi, ™ 

one Of the mwn caases foe dwarfing the statare of the old Presidency 

Banks. They were against the closing of the mints in 1892 They 
were against the formation of a Central Bank by means of amalgamat- 
mg the old Presidency Banks or the starting of a State Bank, in 
order to perfect the organisation of Indian money market. They 
sneoeeded in confining the activities of the Imperial Bank in London 
mainly to its own old Indian enstomers. 

The chief counts of indictment against the powerful foreign 
exchange banks as they exist now are that they compete with the 
Indian joint'Stock banks not only in the matter of securing deposits 
but in financing borrowers in the slack season, that they remit funds 
from India whsnever tight money exists in foreign countries, that 
they drain away resources from this country for services which can 
be performed equally efficiently by progressive domestic banks, that 
they drain away fonds for investment in foreign indnstrial and gilt- 
edged secniities, that they promote trade in raw materials and the 
indastrialisation of the country is no definite policy, that they refuse 
to give a confirmed letter of credit even to first class Indian importing 
firms unless they deposit 10 to 15% of the value of goods of their 
own, that they refuse to adapt themselves to the requirements of a 
great agricultural country like India where produce advances are 
more necessary and should be made freely,®* that they do not give 
us an adequate return for the * open door' policy we maintain, 
that they do not give us reliable information concerning foreign markets 
and prices, that they form a compact homogeueons group and give no 

poative encouragement to the Indian bank clerks to rise to positions 

rf offida) leaponabUitjr, ttat they tend to diwn J””* 

fton np^nntt, ceatree to the port, in the bn^ 

to bettor flnandal fodHBeo, to rapottore latber then tbo odh- 
and indnattWiete. that thoy give very poor reforenee. reg.rdn.g 


xelations is not possible. 
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Indian onstomera so that D/A terms are not granted, that they have 
not set up ecsonomio standards of bank management and organisation 
before the Indian joint-stook banks who are financing internal 
trade requirements, that they do not buy remittance freely from the 
Indian joint-stook banks, that they stoop to unfair tactics 
against budding rivals, that they are tending to amalgamate with 
the big London joint-stock banks and future Indian economic 
development might be served well or ill by these huge financial levia- 
thans, that they tend to take call money from the Indian banks 
although they refuse to give the same to them, and that they will 
not fit in a nationally managed banking service which may be planned 
in the near future to develop our industry. In short they refuse 
to become instruments of national progress. In view of their past 
opposition to the Central Bank proposals, it is likely that they would 
refuse to co-operate with it.*® Central Bank control might then 
degenerate into a mere fantastic dream. So long as Indian 
financial policy tends to be guided by the Secretary of State 
for India they can openly influence the same. They will never 
refrain from exploiting the Government of India whenever it tends 
to become embarrassed by currency, exchange and .financial 
difficulties. 


Quotation of Exchange Rates. 


The exchange banks have unfortunately reproduced the same 
unscientific method of quoting exchange rates as in the case of the 
London Money Market. Take the Calcutta Money Market for 
example : — 


» Another coaut of indictment is ttant tbe7 do oot give safiafectory laferancee to 
oveneaa -uerebants leganlmg tbeir Indian cuatomen. The exchange, baaka compd the 
meicbant-boriuiventoiiuute with foteiga Inaannce coiopaniee in pie&rence to atcone 
and mll.inanasR^ TnrIiBn ” 


f ®«*"*"8* Swk* own Aeanciation in London. AeBOoiatione 

l interests end to secure 

'*"■“8 ‘«8“hation was sometimes 
ni^ed to even strong Indian Joint-stock bank. w», the mistaken opinion. No one member 

““ke matter of admission to the Clearing 

** Oommission, Ana. Ul48, 
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Galeutta Money Market — July 25, 193 


Sterling rates were as follows — 

Banks selling 

Telegraphic Transfer 

re 1,32 d. 


On Demand 

1-0 1/32 fZ 


Banks buying 

8 months / sight bills 

1-6 1 8 d. 


4 months / sight bills 

1 6 5/32 d. 


0 months / sight bills 

1*6 7/32 d. 


bight ... ... 

... 1-6 3/32 d. 


Telegraphic Transfer 

... 1-6 3/32 d. 


Other rates as follows 


BSQk BelliDg. 

Banka bnjins 


On demaad. 

SO days* sislit 

France (francs per Bs. 100} 

504 

— 

America (Bupees per 100) 

264 1/2 

— 

Hongkong (Bupees- per 100} 

- 99 1/2 

96 

Shanghai (Bupees per 100} 

90 

871/2 

„ Singapore (Bupees per 100} 

. 157 

154 3/4 

Japan (Bupees per Yen 100} 

" 79 

78 1/4 ^ 

Java (Guilders per Bs. 100} 

551/2 

571/4 

Germany (Marks per Bs. JOO} 

96 

— 

B.O. T.T. Bate 

Is. Od. 


B.C. O.D. Bate 

Is. 6d. 
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. There ate iwo methods employed in otir daily quotation of 
exohan<re rates. The first method is to state rupees in terms of formp 
currency as in the case of New York, Hoiigkong. Shanghai, Singa- 
pore and Japan, Here the number of rupees against the hundred 
units of foreign currency is stated. According to the other method 
of quotation foreign currency is quoted in terms of rupees. Btere 
there are some anomalies. In some cases as in London and Melbourne 
rates the amount shown is eqoivalenfto one ruj^e. In the case of 
France and Germany the exchange rates relate to the amount of 
foreign currency against hundred rupees. 

As there is a difference in the methods of quotation such general 
expressions as " Buy high and sell low ** and “ Buy low, sell high ” 
and ** a falling exchange ’* acts as a stimulus to export trade** are to 
be cautionsly interpreted, carefully noting the method of quotation 
employed. 

Indeed it is high time to reduce these quotations to a uniform 
standard as America has done. Minty writes that exchange rates' 
were formerly quoted in America as th^ are still in England, eome 
far so many dollars to the foreign unit and others for so many fotei^ 
units to the dollar. It has now become the universal practice to quote 
exchange rates so many cents to the foreign unit or if a finer quotation'* 
is required so many dollars and cents to the hundred foreign units.*' 

In countries like Canada and France ^1 exchange quotations are made 
in home ' cuhency. When will Ihdih develop Tsuoh useful and simple 
quotations of foreign exchange rates ? 


The meritonous services. 


Thd above formidable list of their shortcomings and defectr 
not mean that they are not of any use to this country. As madels of 
sound finance the Indian banking institutions can of course learu- 
something from them. The Indian depositors would also have- to be 
grateful »» to them and every failure of an Indian bank has indirebtly 
added to their prestige and deposit-attracting capacity. Their sfeSIl, 


" Viie L. M. Miotr, •'American Banking MetWa," p. S02. 

* ^ghin tbe begim ing they could not attract buge deposits ifi India of lata 


19 
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*'■ wwpt'ranoe of, liquidity oftheir KsonrcwkS 

gl^edpbjedte which ought to Be the -suBjeot of proper emutotiou-W 
fte ^rt of the Indian joint-stock banks. Tbete have couttiboted 
much to raise the -level of their steady pioBts which the ercbaode 
banks declare at present. But- it should not be misanden.loo4-that 
,their progress in any way helps the economic uplift of India.<® 


services. 

^Duqng Ihe war period in spite of a rising exchange and their 
limited financial resources “ they heartily co-operated with the Govern-' 
ment in* the matter of* financing the essential exports regiiiiei! for the 
war-purposes and the market rate of exchange was maintained* near 
tli'e rate at which Council Dmfts were sold." Encouraged by the 
Secretary of State's promise they bought export bills far' in excess of 
jpucchases'of excliange in the other direction. 

Wbe'n ihe price of silver began to rise the sale of Council Drafts' 
Muld not be. made at the old rate without loss to the Government. 
Any. under-valuing of the rupee might tend to make it disappear and 
so the exchange value of the rupee was made to follow the price of 
silver. From 27th August, the rates were changed as follows.** 


« Mr. Manu Snbedar exaggeiatea this atatement ia bia remark that “ jd either can 
the growth of foroign bankiag ii lodii ia'a symptom o/malaiss and act a symptom o] robust 
bMttfc”— It bodes-ao good to Indian economic intereate," p. 170, Minority Heport. 

*"« 'rae Sir H.B. Smith Coinmittee’eKeport. 

'*«The Secifetery of State aeauroJ them against the risk of ar«e 

indertikingiO. sell to them TTithin a year after the war eich.nge np to the amount of ti, 

iTrfbuying at the rgte at which their excess purebsses had been made. 

“‘frrr Min.mumro.efur 


'Date of Intro- • 

' V , 

* 3rd Janna'y, ’jSl7 
28ib Angust, 1017 

18th Angast, 1919 


15ih Sep.', 1919 
Sod Nov.. 1919 
ISihDeo., 1919 
' gad Feb., 19^. 
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While it is the duty of the exchange banker to, buy as many 
Export bills as are offered and protect himself as best as he can, our 
exchange banks as soon as they find the free market in exchange 
breaking down would insist on the providing of full ‘ caver’ for^ tog: 
purchases of export bills on the ground that it would otherwise force 
them to pile up a big over-bought situation. The whole of to funds 
would be accumulated in London with very little chance of getting 
them back to India. The exchange banks ton refuse to operate 
except against "doubles.” They sell remittances only against billa^ 
Such measures generally cause inconvenience to export trade. This 
tmfortunate situation can only be remedied if a Central Bank of Issue 
were to actively buy and sell foreign exchange as soon as the markpt 
rates threaten to get outside the specie points. Stabilisation o^ 
exchange within the specie points can be secured by the G. Bank 
entering into the exchange market on the supply or demand side 
conditions require. Nex^, it is always possible to mitigate the evil 
xonsequences of exchange fluctuations by organising a forward miu*ket 
though of course the short-lived attempt on the part of the Gnvern- 
^ent to maintain the official rate of exchange at 2r. (gold) to 
further diso^rganisation of the exchange sitnation.^^ 


" Fomard Ex6Tiange^ Operations. 

Such rapid fluctuations in the exchange value of ^jtfae rupee- made 
the exchange banks rather cautious in their " forward operajtioi)^ ” 
of exchange. As Prof. Keynes says " a forward" contract for tfie 
.condnsion of a spot transactipn in exchanges at a later date fixej'^ 
the basis of the spot rate prevailing at the original date. Fending 
the date of maturity of the forward contract no cash meed pass (a 
SQcuzify as proof of ability to complete the contract is^ generally taken 
.by, the exchange banks) and he is protected from* the’consequenpea 
of any fluctuations m,the exchanges in the mean-time.”*® ^y 
this method of dealing the importer-merchants and the exporlers 
try to eliminate trade risks as they are ignorant of the intricacies pf 


rf the Mian exchange dtuatien in the yhx.mibe 
leaden ahraldcraanlt the anthw'a act,ele in the Calcutta Sevuw, IVsbrnaiy, igza. 

J. M. S^nee, '■ Tract <m.Honetary Befonn." 
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(^angs. • ^ eaAange banker while nndettakii.g to eU. 
nste due to fluctuations in exchange protects himself by " 
or hedging ’* one operation against the other. He " 
^etting off a sale by a purchase or vice versa. 


eliminate these 



‘Even in a managfed paper currency as sponsored by the English 
ddofiomist J. M. Keanes, 'sudden fluctuations of the exchange rates 
are to be prevented ' by the 0 Bank having a buying and selling 
price of gold. This range of gold prices would stabilise exchange 
rates within limits similar to those set by the specie points in the gold 
standard system. As the object of tbe managed paper currency 
^stem is to secui'e a constant a'nd stable internal level of prices this 
ideal would not be sacrificed if the world^ price-level were to fall. 
The exchange rate would be allowed to rise in proportion to tbe new 
discrepancy between internal and world prices. Tbe C. Bank 
'would' then introduce a new buying and selling price of gold which 
‘would closely correspond with the new level of exchange rates. It is 
excessive short-time fluctuations of exchange rates that cause distur- 
bance to trade and these are eliminated under the scheme of Mr. 
Eeynes. He wopld permit relatively permanent movements of 


In India up til! 1688 when the mints were closed for the coinage 
of silver, the Exchange Panks used to boy and sell forward exchange 
freely. Their charges for this service vaned from week to week and 
'depended entirely on the London discount rates and the merchants’ 
own estimation of tbe risk. The Government of India have recently 
fixed the domestic Bupee at la. 6d. or a fix^ weight of gold. This 
fixed ratio to tbe foreign unit is to be maintained so that tbe value 
of dfliapsHo Oirrency oonlbm.. closely io the value of Bie 
(braiim niiit- Like tbe recent operatiom of the Boiohebank whidi le 
to redeem at dieorecion m gold bnllkm or gold exobenge 
U»ia«veBimont of India can lUcewiee convert tbe domeebo cnnsnqy 
^ gold bnBion or gold o«bM.go. Under tbi. dte.^ fold 

gyatem wheto soffident reecrva is held m London, ttaie le a 

« J. M. Kaynw, !C»ct on MonetoTy Beform.*’ 
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necessary the provision of forward exchange 

Being an agncultoral country India has seasonal exports and 

during this time the exchange banks purchase of export bills would 

be greater and it would be difficult to “ marry " the forward purchases 

with forward sales The sterling balances would be increased and as 
soon as their export season IS over this position would be reversed 
The exchange banks sometimes transfer funds to the Indian money 
market to lend them at a favourable rate When there is a super- 
fluity of local resources, the Indian exchange banks make similar 
operatiqns in wbicb a ready purchase may be covered by a forward 
sale Broadly speaking, the practice of covering exchange 
forward is always advisable for the merchant Even in time 
of peace merchants should cover their dealings m the export trade 
three to six months forward and in the import trade perhaps 
a year or more Itr is sound business to cover all exchange 
risks with the banks Otherwise it would be introdncmg an 
undesirable amount of speculation 


General aids to their business 

The exchange banks are few m number and with their close- 
kmt organisation they succeed in obtaining more than competitive 
profits It IS true that Indian export business is seasonal and 
the trade is always of a fluctuating character Hence the rates of 
commission the exchange banks charge for their service ought 
to be higher than what other countnes’ banks make but they 
charges much higher rate It is also true that the Government’s 
position as a debtor in tmrms of sterling and collection of revenue 
m rupees and its attempt to keep prices steady in the latter 
currency dnable the exchange banks to take advantage of the 
situation 


Wide Margin 

It has already been stated that when exchange fluctuates the 
exchange banks sell low m order to protect themselves. Taldng 
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-ISO 

.the Paris rate of Mardi, 1924, which was 740 Francs, it can be 
.proved that' they were selling low as it was then subject to 
fluctuations. By the chain rule method this statement can be 
verified. 


How many Francs = Ea. 100 ? 




(Banks selling rate for demand bills) 

240d. = £1. 

£1 = 11,840 franca (Quotation of exchange on London at Paris.) 


Hence the required number of francs 

lOO ^267 11840 = 823-26 francs. 

lOO" 240 16 


Vested Int^efU. . 

L t «cbanae banks to, perpetnata. their -new 
The attempt of the ex^ang 

K>llopdy ^ Kclange bnfdMM of th. Impend 

icceeded in «>“®“ 8 ™b,raei» yet it ie SoDbtfnl whelher 
r Mia, Jo i*? »!™ Foreign eeobengi 

jbT monopolistic 'nnnoceseeiy compeUliMi 

osinees- .ie » W®* ? ^h,„ea altogether, Ae Ae 

otween the .ezrhMge ^ ioaeoee the straggle 

Kinross, of. the Ina.en 1“^^ ^„H,be sn eJeetive 

ir proets ,.™oM the esohsnge.-.Anfa. The 

hlilenge nnA the people to »*“> ‘’■J" 

i„ly oritiog “■‘‘“’“‘^“' ^aorire to retain nstad >nrpli» 
^atsmHA the connlry. Ihe 


.-0 ' 


Ji^,aveq. 


profits ansing from the financing of onr foreign trade *« “ ^ 

^ Iwly — n-b« of oor .niostoes « 

agndaltnro may have the necessary sinews of war, is ^ 

Z, Fomioent tU.o before Ae lh« oeboml 

.n intense the topenel Beok .teelf ought be ^ 

onr foreign trade, « and the present restrictions * * 

undertaking of general exchange business might be rem 

else a new Indian Exchange Bank may be started for conduct- 

inglihiB business ■ 

Our commercial banks would not be undertaking any nsky 
busmess if they were to compete with the exchange banks for 
this exchange business Althongh the conversion of foreign money 
mto domestic and vice versa is somewhat difficult, as an element 
of speculation elways enters in exchange transactions between 
countnes Iiaving different metaUic currencies, and althongh various 
inflnences operate on the rate of exchange,*^' it is not difScult 
to undertake foreign exchange huuness 


o Indian fBonoipnif point out that onr foreign trade » wholly financed hy the 
foreign banka and Una annual tribnta dependa oo the amount of trade that u financed by 
them Our normal tr<(de figures are eatunate I at Ea 8iK) to 500 crorea. Taking the lower 
figure SB the baaiB of our computation aud aopposing that the average bank rate » i% on an 
average usance of three inontba die exohdoge banks would obtain e return of 5 ercres a year 
O It temuda the leaden of the monopoly m iin'ainsd by tbs AoBtrahan banks m 
the Commonwenltb So London bank can hope t^ secnre a fooling in the Oommonwealth of 
Auatialia The same u the attitnde of the South Afncsn banks No London bank can 
establish itsell u Jobaanesbarg^ There te a nng of banks oontrolhng the rates of exchange 
which ate fixed for definite petioda and advertised Costomeis ss well as banks outside 
this ting who have to buy exchange conduct tbeir transactions through them A market in 
forward exchange is impossible on account of this ring There le a total lack of freedom and 
anoiymity in the foreign exchange market as in other tountnea See Phillips. * Modern 
Foreign Esdiange ’ Forward Exchange Banking has heroine much improved since that Bate 
Indian eituaiion la not so hopsleaa as this but still the Eastern Exchange 
Banks have a thoroogh control over the exchange market Since these Imee have been written 
the Beserve Bank of India has been asked lo buy or supply ster'iog exchange of stated 1 
amoQuta to all customeia requiring the same at estabhshed rates for the rupee 

Tliswas the self same saggesnon given out by the Central Banking Enquiry, 
Committee Why it » inferww to an Indian Overseas Bank will be related in a succcedius 
chtpter’ • 

* Clare says “A rate of exchange is the condensed eflfect of a variety of facts and foreee 
wMdh are too nnmenras and too complex to admit of direct appraisdment and in the maronty 
of casea the best explanation we can give of en exchange movement is to pi& oat one promi. 
Bent cause and hazard a guess at the others See A. B C of Riteign *- ^ 
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Suggestions to overcome these difficulties. 

Apart from aecuring all the advantages arising out of financing- 
our foreign trade with the help of domestic resources there 
should be an equal division of labour in the matter of discounting 
and handling internal and foreign bills of exchange. While the: 
diBConnling ot interDal bilU of oxchaqgo is not occompanfea by 
any serions risk provided these banka discounted first clese trade- 
bills arising out ot the movement of crops, i.e., foreign trade- 
and i"»--nri trade are to he handled by different institutions ; tbe 
former by the eschange banks, the totter by the domestic bento. 
It presupposes an intimate knorriedge of the trade rations be- 

‘-■:‘'“‘-;:rTbe“mtot :’:ne^%rr rr^nirTf 

Dealings in Future. 

Besides overcomingth^ioi^^ 

take this b^ss s,» ^ ^ purchases end, 

account. They „f gaUrery as neariy equal as 

sales of '“"“f j ^ „„ a,ake an aaaiess of sole, or pandtossa 

^fbl^’adirt-W”8 «” “ ■“ 

advisable. Conditions of safety. 

«. • I. /.onflnct of this business branches in , 
nefary cfntrL Ire necessary, and the incidence of cost-of 

'°'Ts-'n.y euaenccbefo«.tbea 

”C-topX of t SpJrTrat. t.e' 

tliebelpofC-B. possibility ofcresii g empl ymeiii for the 

for financing our possibility of gjgtein,’ tbe driebipiiieni and nseof 

‘’‘"’'■.berSofot.'rconn'try ifap«pe,.y 
increasing abort^ of !be Indian e^hanc'e bank—re aorao of 
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sacb branches is very high m the beginning Agents can however be 
employed bat they might mismanage The foreign exchange depart- 
ment must be in the hands of a trained specialist Clerks possessing 
good knowledge of foreign languages are necessary The domestic 
needs or policy of the bank should be borne m mmd by the head of 
the exchange department of the bank and it is difficult to keep both 
the domestic and foreign operations of the bank each involving large 
outlay of capital, in close harmony with each other The brokerage 
and establishment expenses must not be allowed to ran high so as to 
absorb the margin of profit in exchange operations 

Provided our commercial banks do not underrate these difficulties 
there would be nothing unwise nor would it be inherently unsound 
if they were to attempt to undertake exchange business It 
IS by healthy and vigorous competition with such strong banks that 
the Indian managed exchange banks can ever hope to learn their 
business and profit by it It is unwise to restnet then: entrance to 
this country But as exchange cum commercial bankmg would be 
expensive, dangerous and hable to be defeated a separate Indian 
Overseas Bank ought to be started 


Suggested restnetums agatnst the Exchange Banks, 

In addition to developing the Indian exchange banking 
machinery it has been suggested that an attempt should be made 
concurrently to impose certain legal restrictions which will cnb, 
cabin and confine the activities of the foreign exchange banks* 
The withholding of ♦he right to attract Indian deposits, the 
precluding of the foreign exchange banks from the rediscoantine 
privilege at the bands of the B Bank, the dosmg of the ‘ open 
door policy' so that in future no foreign banks might gam access to the 


“ The Allianeo Bank of Simla which failed m 1923 waa foceeS in nn. t. 
» Iheit own operations in the London Monej Market ^ 

20 
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moaey tI.e «,fricK»g of ft, &eeim to open ■—i- n,- 

fte oonfining fte ^tWBee of even 

change banlse to the port centres alone and the compdling of evi 

the earfing en^Mge banfa to eecnra a Kcenee for condncting banking 
neachone, which license itself ehonid beectnated with the ede desire 
rad ardent motive of earmarfang tbe internal banking field at least to 
indigenoas banking eoncens, have been the restrictionB suggested by 
vanons aotborities. That other countries have enacted some of these 
restrictions against foreign banks is one main ground for their iustifica- 
tion. That England, the U. 8. A., France, Italy, Denmark, Japan, 
the British Dominions and Turkey enact such measures is easily known 
and a glance at the memorandum oo commercial banks issued by the 
Iteague of Jfations will reveal these restrictions. 


General Objections. 

In view of the fact that most of these ill-founded suggestions do 
not bear close scrutiny and are apt to land the country into further 
depth of misery reialiatoiy le^slation of a punitive character should not 
be passed on the spur of the moment. lu view of the fact that the 
World Economic Conference has passed resolutious to the effect 
that No discriminatory legislation " against foreigners should be 
enacted our attempts should be in the direction of indnciog them to 
have a real change of heart. In view of the powerful influence the 
exchange banks wield in the London financial circles it would be 
impossible to enact any punitive or procative taxation measures 
against them so long as they confine their activities to international 
commerce alone. The recently passed Government of India Act forbids 
the passing of such legislation even though it might be in conflict with 
the best interests of the nation in general. ' 


■ Possibility of evasion. 

Before poiniiiig o»t tbe dedrebl. term, of the Itore which to 
rT-h-og . beaks oaght to sware « has to be andetsteoa that ell to 

« e. WotW Bconomio Conference publisbed by the Iieagaaof 

«. to to th. 
eatmeat of fonignen idd in IflSS, 
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other meMoree om be eaeDy e^ded by the fore^ <^o 

can register themeelveemai rupee oapitel ae looel banka. Snob ha 

been the ease in Spain.” Ae the iidian banking field is wide enough 
to permit flie enesessfnl working ot a number of bmtog tostltntims 
they would not lose this opportunity to defeat the real intentions of any 
penal legislation that can be enacted. But as I have stated elsewhere, 
if these local banks are forced to maintain an up-to-date re^ster of 
shareholders there would be no possibility to escape this legislation. 
For the purpose of this act it can be enacted that all banking companies 
whose shareholders’ list has more than two-thirds of its memberh from 
outside the country would be considered as foreign banking companies. 


An examination of the proposed restriction. 

The restriction of the right to attract deposits is fraught with real 
danger.®^ Many of the nationalists and swarajistsof our country who 
wax eloquent on the necessity of cultivating the " swadeshl^'* spirit 
have deposit accounts with the soundly managed foreign exchange 
banks. Although there are other banks and branches in all places 
where the exchange banks are conducting their business still the 
suggestion to roh Peter to pay Paul will not succeed. The ex- 
change banka would increase the cost of services for financing the 
foreign trade. Their depodts will not be transferred to the Indian- 
managed banks. Perhaps it would s be too. pessimistic if it is 
stated that there might be recrudescence of the hoarding habit or the 
Imperial Bank of India would secure a semi-monopolistic hold oyer 
Indian deposits. The attempt to repay the Indian depositors would 
compel the exchange banks to sell their securities and this would mean 
low and depressed prices for Government securities. 


WeBtoinater Bank’s Annnal meeW 1923. See 
Sykes, The Present PosiUon of English Joint Stock Benking," p. 38. 

ae United Kingdom containethie 
, oftheehareholderersnot 

kept up to toe. See sections menuoped in ^.rt IV of the New Companies Act of 1929. 

Thay point out emltingly that such a law exuits in the etate of New York. 



156 


PBESBNT-DAY banking in INDIA 

The “•“^SoftheradiseoniiliiigpriyaegeMisaeo.seinweBteni 

™aM not peaflyateetthem. They can rirtndly depend on th* 
losontces, high capital holdings of their own and their deposib 
m out o] India. Tbay can, if they are so tainded, UlLy 

raap their fingers at and refuse to co-operate with the Reserve Bank of 
this country. However, as they have signified their wilUngness to 
co-operate with the B. Bank this rediscounting privilege ought not to be 
withdrawn. It is but equity and common justice on the part of the 
exchange banks which have kept their cash reserve deposits in the B. 
Bank to expect the rediscounting privilege in return for the same. This 
compulsory depositing of cash reserve against their total Indian demand 
liabilities would strengthen their liquid position and their present-day 
tendency of keeping a dangerously low position of cash reserve in India 
against Indian liabilities would be curtailed. 


The suggestion that the “open door policy ” should be withdrawn 
and that we should follow the policy of modern Turkey which has been 
twmmg out even long-settled foreigners bag and baggage from out of 
the country is only an extremely undesirable instance of the policy of 
economic nationalism and economic autarchy. Apart from sentimeaial 
justification of this measure there is no other strong reason which can 
support this line of action, fortunately for the country the main- 
tenance of commercial safeguards in the new constitution forbids the 
enacting of such measures. 


The freedom to open branches in the interior is indeed essential 
for an all-round banking service can never be performed economically 
by the exchange banks if they refuse to enter the internal banking 
field. The opportunity of appointing the Indian joint-stock banks or 
the indigenous banker as an agent to perform this service would only 
mean sharing or dividing the Fofits of the undertaking which can be 
easily annexed by themselves. The main intention of securing Indian 
raw materials for Exportation out of the country would be defeated. 
The possibility of finding a market for the imported goods for their 
customers in the internal areas of this country would also be lost. 
Besides there is no watertight division between external trade 
financing and internal trade financing. A continuous stream of 
services would be necessary to complete their business m the financing 



foreign exchange banks J'O' 

of our esportsina imports. Thoir presence on the spot, i.e., in the 
internal Iraaing centres leads to great economy. 

Some Terms of the Licence. 

The exchange banks ought to realise that the right to conduct 
banking buBiness is indeed a valuable privilege for the granting of 
which sufficient payment or quid pro quo can be exacted from them. 
Apart from ceding a portion of their gains and the publishing of 
monthly circulars of their activity on lines chalked out by the Beserve 
Bank there ought to be the compulsory training of a number of Indian 
apprentices in exchange banking business. A most desirable conse- 
quence resulting out of the above measure would be the possibility of 
confining the attention of the exchange banks to Indian business and 
fostering production in India. In times of stress and stringency they 
can rediscount these bills at the Central Bank of Issue in the United 
Kingdom. When aliens are allowed to trade or conduct business they 
are bound to train English subjects in the new process of production or 
lines of business. In actual practice the exchange banks of the Indian 
money market receive what amounts to a national treatment in every 
respect and the promotion of our national interests must be one of their 
primary objects. In the matter of amalgamating with otbmr banks or 
opening branches in the interior the exchange banks ought to secure the 
sanction for the licensing authority. Our appeal to them to act as indis- 
pensable adjuncts to a nation-wide banking system would be vain if 
they display no real change of heart. 


The Beal Remedy. 

Although the growing national sentiment of the country prompts 
us to take immediate action still the real remedy is to proceed cautious- 
ly. Though our policy should be based on the justifiable motive of 
destroying all vested interests the retention of the exchange banks os 
useful complements in our banking organisation is the only wise alter- 
native that is left to us. In the beginning we will have to supplement 
their services. After the lapse of certain time we can hope to Lnter- 
act their influence. Our local exchange banks must be helped by the 

0. Bank to mlise this aspiration. As in Japan we should retain them 
n the banking system as willing helpmates, useful brethren and 
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economic pmgm„ „a8t b. mmedM. 

' .ho J! “^rf *“ *®”“” “““ «“'>nnenaatim. md 

»ol tT', ‘h. Indian 

• ^ople wooH hare to mpteitly Mow tb. footatap. of tt. nationalirt. 

iDtereses. Although we can institute no such line of action for a 
comprehensive bankers’ guild nowhere exists, still no attempt should 
- be made by the foreign banks to keep tbe Indian exchange banks that 
may be started in tbe future weak and helpless for the promotion of 
their own selfish ends. 


An unpardonable exaggeration. 

It is nothing bat sheer exaggeration to remark that “no important 
country of the world other than India has allowed fiireigoers to cap- 
cinre its banking activities.” The power of tbe foreign, exchange 
banks is simply overstated. As in China we do not Sad tbe foreiga 
" banks issuing notes and controlling our currency. The bulk if not tbe 
wholexif the foreign trade lies in their handB.bat there is no trespass on 
• onr sovereignty by controlling the currency organisation by their own 
' Jiote'issues. It is the stability of these banks that has added largely to 
their size and influence and the failure of every Indian ioint-stock bank 
has indirectly added to their prestige and deposit-attracting capacity. 
Tbe distribution of these deposits is entirely a lop-sided business 
shifting towards larger and stronger institutions with the inevitable 
’ result that these have little business when compared with thmr 
’ resouroes. 


■» aie Bank Clerk’s Union in Shanghai . baa iasned the famooa twenty-aeven 
Fernanda to their empiqyera-the foreign banka and the carrying out of these 'dem.nda rronld 
mean that the foreign banka can operate only by the grace of the nn«m. Ibr an -Me* of 
these 97 demands, see lit -Col. P. T. Bgerton. " Chin^the *" »■ 

59 Tie Chartered Bank, the Hongkong and Shanghai Bank and the Mwanfile 
Bank taane notes in denominations of 100.60,10,5 and 1 dollar.. Tn .he month of Sq^eml^ 
1827 tmirtolnl issne amonnted loe2.6«l,940 against which a sfecrJ ree^ of 40,880.(W 
was kept See' W. JP. Spalding’a “Dictionaiy of World's Correncies, p. M. 



‘ V»» I I (f/ioitiMj the progrcM of the Exchange BanJ s) 
(1,000 omitted ) 


Oerotiln in India 
its 

Deposits oiitsiilo India 

Cash Balai cos out of Indis In Indi-i 
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Ri 

1,10. JJ5 

01.503 

21,i0-l 

37,815 

2,47,917 

134,166 

17,810 

13.851 

8 35,156 

170,048 

15,8 13 

76,013 

7,48,071 

513,071 

81,107 

2,51,753 

4.81,345 

65,780 

9,703 

97,118 

2 17,003 

778 806 

104,045 

60,551 

^.30,088 

08,800 

18,248 

58.504 

2,25,106 

1,132,251 

195,080 

12,585 

4,88,100 

00,855 

15,608 

57,800 

2,47,556 

1 048,074 

108,552 

38,188 

4,56,096 

70 082 

15,828 

48,555 

2,57,821 

922,2£0 

200,945 

88,272 


D-Bnnka nontly agcncio, of larffob.nir T" ' . *!««•» « Ind*** ‘ 

dopoaita in India ^ '®“* «”e “ajor portion of tbeir busmess abroad. .0, Laving less than 26% «f their 
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present-day banking 


N INDIA 


si 


I i iTSg ig 

tH ®® lO oTin 

I + + + +1 


SS 

*0 I + •V 3 


« o-u* I us cSn 
O e» f-i eo us^eo" 
2 11 I + I 


§§ i. §i 

cq I « -^jTeo" 
I 1 + I 


•S'O 5*2 S 

g§ a I S i 

®| s I S g 

So -S a 51 -flil'f >3 

if i " If a 


« 0^,-“ E ° g 

S g 1 E 
g l®*2g.S g 


r a I rsii 

2 ^ ^-o «•§ S 3 I* Si-2 

J l|i„i isf li |i=f I’ll s i-ill ii 

iS-»aS.Sa 2 • g «-SjB e.--J.X« I =0|| 

a fl oSofi HH 



lOBBIGN EXCHANGE BANKS 


161 


■ T«.^ m <• «»««■* ** 


ExoLange Banka. 

Faid-np 

abare. 

£ 

Qnotation on 
8rd Jone 1886. 
& 

1937. 

1834. 

1935. 

1986. 

1. The Chartered Bank 

5 

14J 

20} 

14 

' 14 

- 

of India, Australia 
and China. 

2. The Eastern Bank 

S 

Rb.87 

8 

9 

6 

— 

8. The Hongkong- 

125 

123} 

64 

48 

44 

— 

Shanghai Banking 

Corporation. 

4. The Lloyd’s Bank 

1 

StV 

161 

12 

12 

- 


12iA 

31} 

16 

12 

12 

— 

5. Marohani^e Bank of 

121iB 

31 

16 

12 

12 

— 

India. 

5C 

14} 

16 

12 

12 

- 

6. National Bank of 

12i 

m 

20 

18 

18 

— 

India. 

7. B. & 0. Banking 

10 

10} 

5 

5 

5 

— 

. Corporation. 

See the 

" Capital, 

" June 4, 1936, p* 900* 
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OHAPTEB V 


An Indian Overseas Bank 


Absence of orderly banking policy-Bminesa of the immigrant banka-OUier items of 
bnsinesB-No real ishange of hearfr-Direree programmea-A. B. 0. D. E.-Organisation of 
the 1. 0. Bank-Holpfnl concessiona-Its vudut operandp-Airiee of foreign banking experts 
-Attitude towards joint-etoek bsnka-Bxcellence of the plan-Some of its adrantages- 
The rupee bills— Objeclaons of a recent writer answered— Oonolnsion. 


Absence of orderly banking policy. 

The lack of an orderly banking policy is nowhere more strikingly 
fllnstrated than in the direction of financing onr foreign trade. Apart 
from the foreign control of Indian banking resources the natural 
advance of Indian joint-stock banks ^ in the direction of financing 
the foreign trade of our country and the conducting of internal banking 
has been checked by the presence of immigrant banks ^ which number 
about 19 and manage to bring about a ** foreign money trust ** and an 
insidious system of “ economic penetration *' into the interior of the 
country. 


The business of the immigrant banks. 

As Mann Subedar says, the foreign banks are helping their 
nationals with finance to handle both import and export trade from 
Indian money, that after this, they have still large sums left with them 
which they engage in internal banking and from which they are 
helping their nationals to penetrate in the trade,— as far in the interior 


* Foreign banks take depomts from Indiut banks but they never allow these Indian 
banks a single rupee without aecnnty although they transact a huge volome of inter 
calMoan buainess. 


* It is indeed an extraordinary overaight that the G. B. Enquiry Committee'^alwavs 
»"*“?** exchange banks at about 18 and not 19 whinh correct 

figure tbe Bombay Banking Enquiry Committee mentions. * 
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in f ^ *" ««* “tivife, 

mmtCT riteikmg » to an .ria.t wUd. makaa the pwito „t only 

and unprofitable for Indian Joint-Stock Banks.” ' ^ 


Other items of business. 

a?he immigrant banks finance bnlUon trade, undertake remmit- 

tance and agency work, purchase sterling securities for Indian inves- 
tors, issue letters of credit and handle the bulk of invisible imports 
into India.* 

They make profit out of the movement of permanent capital in 
India, the withdrawal of capital and the transfer of income on such 
capital. The British Exchange Banks receive huge Indian deposits 
and lend a portion of the same in India. The available statements 
beyond the one of Nalini Banjan Sarkar do not confirm the usual 
view held that ** they fend to drain away resources from India.” At 
any rate even the figures of E. B. Sarkar point out that the non- 
British Exchange or ” immigrant ” banks generally tend to bring 
capital firam ” Home ” while the ”BritiBh Exchange Banks do not 
bring money &om abroad.” In the absence of a continuously 
arranged statistical data extending over a series of years nothing 
definite can be stated. 

Elsewhere I had occasion to point out their anti-Indian attitude 
and other & defects of policy common to both types of immigrant 
banks, British or non-British. It is a patent fact that they are not 


3 Tlie iritnesBCB representiog tlie ezcbsage banks admit tbia in Uicir endence before 
the different Cnnenqy Committees and Commissions. IThe Bank of Bombay empbasiaed this 
pdnt in Urn year 1919 wWle ^leading for tbe amalgamation proposal vbich Jed to the oreatibn 

of the Imperial Bank of India. ... 

* ¥at a delailed description of tbs business of the Exebange Bsnk see the chapter 
entitled '* Foreign Exchange Banka ” in my ” Present-day Banking in India." 

B Bee my written evidence before the Central Banking Enquiry Committee An 
,i..„«f!«,«ital 0 Rne of these defects would have no value at this jonctiirB. It is not only 
ventilating these grievance, that they have been a^dbef^ the 0. B. 
Committee bnt the motive hae heen to seenre a «al change of heart. As no signs 
Lievolent attitnde can be ooontod upon except in a veiy limited sense it esn be safely 

Indian infelbaiikiiig bnainess. 
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ISDIiS OVEESBAS fiAEK 

,..a dBffleat oI strength ’t to the Mta. banking ^stem. 
MinoritjBepntofthe 0. B. Engniiy Oomnnttee iwseB the o 
tentione issne that the eiehange banka do not make p»^ Mta- 

bntian to the taies of this conntey for the protection that they 

einte of the frank appeal of Sir P. Thakardas to the Exchange 
Banka AeaoiSation to aUay the fears of the Indian oommetoial commu- 
nity and isBue a memorandum nothing solid has been done hitherto for 
placating the sentiments of the Indian mercantile, insurance and 
shipping ciroles.e How far “the policy of give and take " and a 
spirit of professional comradeship with Indian banking institutions have 
been inaugurated is not known to the general public. Although they 
secure cheap Indian deposit Money and rediscount their bills cheaply 
in the London money Market they have failed to cheapen their 
hftniring service to the Indian exporters and importers.'^ As depend- 
ence on alien institutions is a dangerous folly, as substantial services 
can be rendered by an Indian Exchange Bank in the direction of 
fiTniTimTig foreign trade with the help of domestic resources, as other 
foreign countries notably Japan, America and France have created 
foreign exchange banks to finance their growing export trade, as the 
limitations of foreign exchange banking activity in the legitimate 
interests of the Indian joint-stock banks would render us helpless if 
an Indian Exchange Bank were not to be in existence, as the smooth 
financing of the Heserve Bank would be aided by a iborougb control 
over these immigrant banks which otherwise would form an nnas- 
similable portion of the Indian banking system and as the concurrent 
development of the Indian Exchange Bank along with the Reserve 
Bank wonld facilitate the smooth functioning of both the Banks 
no time should be lost in developing an Indian Overseas 
for financing our foreign trade. Besides there are some positive 

inleB ol tiQunesB between themBelTes end ihe exchange brokers end the issniag of itutra f n 
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Diverse programmes. 

Thoagh there is a coDseasos of opinion that at «« 

fflaasManOver^^antiaeo erisfenca. a, 

schemes bare been placed before the Indian poblic. ^ 


Scheme A. 

The :Majority Beport of the Central Banking Bnqoiiy Committed 
mentions the possibilify of developing the Imperial Bank of India 
into an JEschange Bank (vide paras. 483 to 485). That it bas 
enongh resources, that it has a vast number of internal branches, that 
it has the needed personnel capable enough of conducting the paying 
exchange banking boaness, that it has already been conducting foreign 
exchange banHng bnsiness, that it has in London its own brandb and 
^rrespondents abroad and that it would be fixed from vexations 
Testactions as soon as it loses its senri-central banking nature as a 
^nlt of the starting of the Beserve Bank, are the chief arguments 
tranced by the G. B. Enquiry Comzaittee Beport itself. 

Writing several years before the C, B. Enquiry commenced taking 
oral evidence I have had occasion to point out that the Imperial Bank 
ofBidia ou^t to develop as the premier commerdal bank of the 


> An OBneoeasaiy ttSbote is being paid totbeLooSon benkers tpbo accept onr bilb and 
&coaBttheminlliaI..M.jreiiet. P^nt in sterling Trwld be avoided and enbanga 
lisk need not be ibongM ot Tbe ytincy of the disooont market and tbe keeping of bade 
infonnaoon wmld be scbiewi ithe newfr arising netioaaf pride msents the fina^ of 
onrtaiaebyineaneofsteriing bills. Fm r^portanity for . safe ud ^den^I^t 
rf«ho*tennlignia«so»*es voold befoondin 
■„vcr.invnstmentcffnndsby «« P«se»t-day 

.r. t- rl,adt-a \Bxar the 0. B. Bank vronld be ptweriess sad mefective to oontol credit 

atteiSs- S6emyeTideni»bef(aetheC.B.Ea9aiiyCtoinont^ 
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ler 


^ » the epewberf of tho Mon 

nj -Jf e The Hdlon Toimg OommieHon and the Mi^ty Bopenr 
STo B 0 .o..o.«ee hold a hke opmon • Ae the 0 B M 

Committee iteelftecommeode the etartmgofe ^ 

Bichalige Bank (para 606) with pnmlegee from the State and the 
Beserve Bank it apparently is not very sincerely and aenonsly uphold- 
mg Its own contention that the Imperial Bank of India should 
develop into an Exchange Bank 

It IS almost a year since the Imperial Bank Act has been 
amended In place of the Government business commercial business 
has expanded Public Deposits and Ways and Means Advances have 
disappeared Ordinary loans and cash credits have expanded New 
Executor and Trustee Departments have been opened at the three 
bead offices of the I Bank of India “ Bills discounted ” item does 
not appear as a major item in the assets of the Beserve Bank of 
India as yet 


Scheme B 

Coming to the suggestion of the Indianisation of the immigrant 
Exchange Banks which the Majonty Beport of the C B Enquiry 
Committee recommends it can be easily pomted out that an Ethiopian 
caimot change his skin nor the Leopard its spots " The anti Indian 
attitude might not be forsaken altogether Apart from the inherent 
difficulties of Indianising them capital resources and directorate {vide 
para 470, Ma]onty Bepoit) there is no reason why their estabhshed 
monopoly yieldmg high profits should be shared with the new Indian 
shareholders who can after all secure additional money alone 

Though this recommendation was made several years ago no 
immigrant bank has cared to Indianise its capital Working with 
cheaply secured money from abroad they can afford to snap their 


•ThepoBsibihtyoftheewhange banks compating for state deposits voold arise as 
soon as the Imperial Bank of India is aUowed to undertake foreign exchange banking trhile 
anting astha agent of the 6o-^minent funds See As Letter, dated 8th Dec , 1904, from 
the National Bank of Lidia to the Secretaiy of State for India 

Bee my paper, “ The Entnre d tbeimpenal Bank of India published in the “ 
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PBBSBNT-DAr bahking m umu 
fingers st i!ie Reserve Bank or tbs j -i .. 

aeposit their mosey SeeS’ 

stronger benks of tbdr oivn couoL 
hononroWe fight to the new loa™/ jf { 'rooH prefer gmogee 

*“ »«®^"Sneh’ti8hf^' 

to enaenger their roslea iotereete and iong^tabhehed mt^Jy. 


Scheme G. 

^ The idea of a ** joint bank ** for conducting foreign ay^Wg a 
business has been mentioned in paras. 490^92, Majority Beport. It 
presupposes the existence of honourable and friendly co-operation on a 
footing of equality. If indeed such a spirit of mataal kaab end 
goodwill bad ever existed the Indianisation of tbeir Indian ^ranobea 
would have proceeded apace. Mora Indians would have been trained 
in the higher field of exchange banking business. As these have not 
been seenred op till this moment it is sheer idiosyncracy and criimnal 
folly to sit with folded bands without making any efforts to secate an 
Indian enterprise in the lucrative field of foreign exchange banking. 


- Scheme D. 

A state owned and state-controlled Indian Exchange Bank 
acting in concert with the Reserve Bank presupposes the existence 
of enough share capital on the part of the state. Remembering that 
more insistent demands exist on the part of the pnbKc for founding 
other types of banka (vide Majority Report, para. 507) in directions 
which have been neglected hitherto, the suggestion that the available 
funds abould go forth to form the abate-capital for the state-owned 
and state-controHed Indian Exchange Bank which ought also to eeoate 
a monopoly of Government remittances has to be positively dis- 
couraged. The fact that the Reserve Bank itself is owned fay private 
shareholders would negative the above proposal. Secondly, the mon^ 
noly of Government remittances smacks too much ofantocratr® 
these days of enlightened democratic form of private ^ 

fomen Mchimga bunks wooH uasily istee tt» ray «»* 

S S c«Ls of .,oay.” A psclW stste mmemhip emn ^ 
lL<ip,tiimotU.estst6intiheinsnagsi»snt of ihs M<*siigs ban. 
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If the final object -were to be the training of capable Indian personnel 
who will understand the intricacies of foreign exchange business the 
starting of a State Exchange Bank for secnring this cherished motive 
would be wholly expensive For other reasons adumbrated by the 
Foreign Banking experts and those mentioned by the Minority Report 
fpara 242) the starting of a State Exchange Bank cannot be viewed 
with any amount of satisfaction Finally* there would be no respon 
Bible agency who is to bear the loss in case of failure of the State 
Exchange Bank Private Indian enterprise would find it difficult to 
later on enter this field If the State Exchange Bank would open 
branches m the interior it would hit the Indian joint-stock banks 
effectively m the direction of deposit business Venly, it would prove 
as suicidal as the attempt of the proverbial Chinaman who burnt his 
bouse to learn the art of roasting his pig Again the Constituent 
Act of 1935 prohibits the granting of bounties or subsidies to the 
Indian exchange banks without the same being paid to British Banks 
conducting business in India prior to the passing of the Act in 1935. 


Scheme E 

Again, there has been the suggestion that the Reserve Bank 
should have a separate Foreign Exchange Department capable enough 
of undertaking foreign exchange business on a very wide and competi 
tive scale with the existing foreign exchange backs The advantage 
claimed for this suggestion is that mere unnecessary duplication of 
machinery would thereby be avoided Competition at the bands of 
the Reserve Bank would be as equally effective as that forthcoming at 
the hands of a separate bank of the State, viz , the State Exchange 
Bank But it is curious that the author of this suggestion forgets 
that almost all the objections levelled against the State Exchange 
Bank can tpso ^acto be levelled at the bandlmg of this business by the 
foreign exchange department of the Reserve Bank Too many irons 
in the fire would spoil the entire situation A big bank with multi- 
plicity of departments and working with different aims would be less 
efficacious than one banking organisation concentrating its sole efforts 
on the conductmg of the foreign exchange business which is admittedly 
of a highly competitive nature \ 

22 
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The scheme 0/ an Indian Overseas Bank. 

menSomd alread, fbe 

or an, sat, n ot an Indian Oraraeas Bank baa been anggeatedf in 
Mian Orereeas Bank whose eapfal is sobacribed by the Indian Jdnt. 
Stock Banka, the indigenons bankers, the Indian mannf.rh»«. 
members of the financial commnnify like financial bmkers, 
agents and shroffs and the general public has to be started with a 
substantial share capital of five crores somewhat on the model lines on 
which the Edge Act Banking Corporations have been started in 
America. Under the famous Edge Act the banking associations 
which were formed were meant exclusively to conduct international 
banking business, deal with foreign exchange and provide facilities for 
foreign commerce. The excellence of the plan consisted in making 
the manufacturers and banks associated with each other as share- 
holders of the bank. That the manufacturers will contribute business 
to the bank and that the Edge Bank will act as a distributing centre 
for acceptances, guaranteed paper and other obligations issued by the 
banks have been the bases on which the plan was organised. That 
manofacturers tend to obtain capital for their business from the 
investors through the bank and at the same time furnish business to 
the bank and participate in its profits was another expectation. A 
line of discount on foreign paper bearing some proportion to the 
capital invested will be granted to manufacturers who are stock- 
holders. Manufacturers and commission agents interested in foreign 
trade tend to provide through the stock-ownership a margin in the 
shape of capital which will furnish additional security for the obliga- 
tion to be secured to the public. The I.O. Bank can issue its obliga- 
tions say fen or twenty times in all to the amount of its capital and 
reserve. ' The Edge Act banking organisations educated the investors 
of the U.S.A. to the importance of financing its foreign trade. Just 
as the acceptance banks popularised the foreign trade acceptances » 
also the Edge Banks meant for promoting foreign investment habit 

created abroad market for the securities issued by them. It m 

this wav that the U.S.A. secured a permanent foundation for financ- 

Z the foreign trade of the conntry with the help of domestic fean- 
dS resources. Quite a sunUer poHcy ehould be the beae of fb 
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working of the Inton Overoons This wonld simpli^r the 

problem of securing its customers 

Helpful coneessions 

Aided by the special concession from the state of having its 
dividend guaranteed by the state during the first ten years of its 
existence the possibility of securing enough capital resources can be 
assured This bounty cannot be given according to the terms of the 
Government of India Act, 1985 But the Beserve Bank of our country 
should stand ready to grant interest free loans ranging from 10 to 20 
crores dunng the first ten years of its existence'^to this Indian 
Overseas Bank Though it is a shareholders’ bank it can be forced 
by the state to agree to this line of action in return for the note- 
issue and other valuable pnvileges offered by it 


The Modus Operandt of its business 

It can undertake the financing of foreign trade and conduct foreign 
exchange banking busmess The Indian Overseas Bank has to actively 
finance the foreign trade by maintaining favourable rates in the 
initial stages in spite of the advene cry being raised that objectionable 
state subsidised competition is ensuing out of its action Bealising 
full well that unaided pnvate enterprise would not meet with success 
against the solid phalanx of the foreign exchange banks the mere 
sentimental objections to state help would have to be overcome 

Though aided by the deposits of its clients the Indian Overseas 
Bank has to secure a line of interest free advances and utihse them 
as and token required for finanung the foreign trade of our country 
Having a branch in London it can secure a part of tbiw Inan m i^ape 

» Thw after all IS meant to secnre high capital resonrcea to the I 0 Bank It would 
mean only some supervision on the part of the state to see that the state guarantee is not 
abased and does not become a dangetoas faabihty Bo long as profits ate reaped the state 
loses nothing by this gnarantee 

“ Eor an niterestingpBTalld the conditions prevailing in France can be cited The 
Bank of France snbsidises many state sotivities rn a substantial manner out of its annually 
accruing profits 



172 


PBBSENT-DAY banking in INDIA 


Of sterling resources from the bands of the jReserva h«n .. • 

r a pnrt of tbio I„a. b, 

botances from tbo himds of the Besor™ Braks' Offic« io tlL 
centres. 


So Jong as the London Money Market refuses to rediscount the 
rupee export bills secured by the I. 0. Bank it would be in difficult 
waters. But advantage can be taken of the above provision. Unless 
and until it has established itself the Government remiltance 
programme will be conducted by the Reserve Bank. There would 
indeed be no monopoly of it, at any time, so Jong as the present 
foreign exchange banks remain in the field and compete for the same 
by means of open tender. 

Acting as the agent of the Reserve Bank which controls the 
exchang. policy of the country it can hope to secure assistance even 
from the Bank of England so Jong as the Reserve Bank would be 
co-operating with the Bank of England. While the different branches 
.of the I. 0. Bank and the foreign correspondents and the London 
branch of the Reserve Bank would be helping each other in London 
and other foreign centres just as their parent offices would be helping 
each other in India their individual problems can be solved in a 
masterly way. Apart from the loans arranged the I. 0. Bank has 
to be aided by preferential treatment . in the purchase and sale of 
sterling resources by the Reserve Bank. 

Securely based on the custom and good-will of the Indian joint- 
stock banks and the Indian trading pnblic and adequately helped by 
the Reserve Bank in the matter of interest-free or cheap loans either 
in London or India the 1. 0. Bank can easily overcome almost all 
the early difficulties it would have to face in the beginning of its 
career. * * If the national banking policy as formulated by the Legisla- 
ture of the country were to change and negative the present-day 
policy of - open door” in the banking field the problem becomes 


)) tact, WBoluta will md penistence. 
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simplified m every way,i» the fight becomes restricted to those 19 

foreign exchange banks which have already secured solid foundatiOTS, 

great reserves, and enormous political lufluence Suspicion and fric- 
tion would soon ensue and the Indian Overseas Bank might not 
secure their co-operation in the London Money Market or depend on 
the possibility of secunng sterlmg fixed deposits in London to help ir 
An adequately capitalised I 0 Bank can however depend on its ster 
ling borrowmg powers dunng periods of exceptional emergencies 


Some desirable changes needed tn financing foreign trade 

Acting as the Indian Exporter’s bank it can straightaway make 
an ordmary loan to the exporter or discount his bill drawn on the 
foreign importer Sending it to the foreign area its branch or corres- 
pondent can collect the bill on maturity It can advance a portion 
of the collection amount of the bill While the above methods do not 
give scope to the creation of rupee bills the adoption of the method 
of refinancing acceptance should be encouraged According to this 
method the Indian exporter has to send his bill to the I 0 Bank for 
collection He has to draw a clean bill on the I 0 Bank which 
would be designated refinancing acceptance This banker s bill drawn 
in rupee currency can be easily sold in the discount market by the 
exporter so as to secure ready funds The I 0 Bank collects the 
oiiginal bill and makes ready resources to meet the second bill ac 
cepted by it That is the present method of financing our exports 
by the confirmed letter of credit issued by the London importers’ 
bank has to be changed Coming to the import trade the I 0 Bank 
has to issue a confirmed letter of credit instructing the exporter to 
draw a bill calculated in rupee currency Another method might be 
the issumg of the authoiity to purchase but as this method is 


** If tbe mvaBion of the Indian Banking field foreign banking ^pere 

to continne thia line of action would become imperative In Amenca a foreign bank can 
<®en a branch of ita own Both in Anatralia and New Zealand the banking monopoly is 
coTeMlyaafegoarded throngh legislation Even in India legislation against newcomers 

'O'” 
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the •««■»«. ebooJd be rrotted oe 

to (he tore.gi. exportere direcOj- tbnmgh . corr^oit “ 
»«tB the veloeof the b,tl hot it does ool otsote the L thet the 
doeomeote ettendoDt oo the h,)) »« ft. proper order. Bat ft. both 
the cases the possibility of drawing rapee bills is assured. 

While competiog for bills in both directions the I. 0. Bank 
•would have to offer slightly farourable rates and hawng thns seenred 
a clientele retain a permanent bold on them. This is the lesson that 
we learn from British Overseas Banking policy. The securing of tibe 
British cnstomers in eveiy possible way and offering no real competi- 
tion with the native institutions which do not solicit foreign accounts 
in foreign cunency have been the cardinal policies of the British 
overseas banking policy. The avowed aim in all cases was to increase 
the dealings of foreigners with Great Britain. “ The organisation of 
intelligence and foreign exchange services was its main duty and it 
established many contacts with foreign institutions with the minimum 
of risk,” says Dr, L. B. Kobinson. It need not be emphasised 
that the Indian Overseas Bank should pursue a similar policy.*^ 
The recoliaring of the internal banking bnainess wbirii has slipped 
into the hands of the Foreign Exchange Banks is another field in 
which a tough fight might ensue between the Indian joint-stock 
banks aided by this Indian enterprise and the existing foreign 
exchange banks. Dnaided by the state in any other way except 
the guaranteeing of interest it would indeed take a long time to 

build up its business. During this period the help from the Beserve 

Bank in the direction of acting as its agent and the policy of intere^ 

free loans either in London or India would have to be ungrudgingly 


The Adtiee oj the Foreign Banking Experts. 

Bva» tte fomg. ‘S’** 

IfTrV«BB6 B«ik *iB> private iniliaBve, eapital md enter^. ^ 
Lae 0, a.e et..e te «»»aaaea ro tb. 


ties io the Ointed Kingdom.*' 
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above plan the I. 0. Bank can be started as early as possible. The 
Indian importers can insist on their foreign customer-exporters draw- 
ing the rupee bills and presenting them through the I. 0. Bank. 
Onstomer-shareholder-manufacturers are sure of supporting the 
I. 0. Bank. Eupee export bills can be had from the very outset 
under the well-known principle of “ refinancing acceptance." ’ ® Only 
the cheapening of the stamp dnty, the development of accept- 
ance credit in lieu of cash credit and the preparing of a common 
‘standardised bill form would accelerate this desirable tendency. If 
an number of Indiana participate in foreign trade business 

the clientele of the I. 0. Bank would expand. Securing deposits 
from its customers alone it can eschew competition with the existing 
Indian joint-stock banks. Belying on the joint-stock banks for 
its internal bill-collecting business it can prevent any competi- 
tion between itself and the Indian joint-stock banks. The main 
principle on which the I. 0. Bank should regulate its Indian business 
is the one of conducting incidental business to the main one of 
financing our foreign trade. The moment that the Indian Overseas 
Bank is started and the Beserve Bank begins to help it in the manner 
outlined above the foreign exchange banks would be forced to give 
up their monopolistic attitude and adjust themselves to the new 
situation created by the genesis of the I. 0. Bank. Their present-day 
policy of maintaining an ImpeTium in Imperio would be checked. 
So long as they are willing helpmates and useful brethren and act 
as subsidiary institutions in the banking system of the country they 
can be retained as a useful cog in the banking wheel. 


The excellences of this scheme. 

The excellences of this plan which is totally different from the 
existing schemes should be grasped. There is no monopoly of 
Goverament remittances banded over to this I. 0. Bank. Secondly, 
the time and manner of making remittances are still the proper field 
and business of the Beserve Bank. Thirdly, there would be no dual 
authorities in the matter of the exchange policy of this country 


Bee my written evidence before tbe 0. B. Enquiry Committee. 
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m the least harmful manner possible ol 

C 0 DneZ'*'H°^ T v,z,thel 0 Bank which 

connects the producer with the consumer ’o The trammg and 

employment of Indians in foreign exchange banking field would he 
swured That Indian jobbers, exchange brokers, msurance and 
shipping companies would be treated on a footing of equality with 
non-Indian ones can, of course, be secured by a paper convention with 
the present day foreign exchange banking association but these wishes 
will never be trau^lated wholeheartedly into action without a real 
change of heait Tiiat the I 0 Bank can facilitate the realisation 
of this advantage without fail needs no particular emphasis 

The Indian Overseai Bank would help us to secure a legitimate 
share to the Indian people in the matter of fiuancmg our fi>r «i gn 
trade The securing of extra liberal facilities by Indian firms and 
customers would be another advantage if the I 0 Bank begins 
to take an active part in financing the export and import trade of our 
country The state of prevailing prices in the foreign markets can be 
communicated to the Indian customers thus tending to expand the 
export trade of onr country Bo long as Indian Marketmg 
Boards do not do this it would be a desirable advantage Against 
this suggestion of financing the formgn trade of our country by the 
1 0 Bank it would be impossible to level this particular line of 
cnticism which the majority report of the 0 B Enquiry Committee 

M See lie Pun ob Banking Enquiry Oommittee fieport, pern. 106 
M- IHnijhlbeoonlPnded Uet as the French attempts proved a failure simflarly no 

trade of our conntiy But this criticism fails to nndersland the dilBcuIUes which the 

Jb. Tb. •.-»«. o' 

etarted in 1919 ee a State subsidised inaWut on An annual snbsi y wterest 

national character are factors del, niting the expansion of her f «re,gn t« e 
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aevdoped mmely, " that it maid serve no purpose to cllvert the 
.».ntinn of the Indian Jt. St. Banks and the indigenous bankers to 
the field of foreign trade finance which is already weU.orpnised. 
Their efforts should on the other hand he directed to the development 
and orgaoisation of internal trade finance. Thereby great and lasting 
benefit would accrue to the country.” 

The Indian Overseas Bank can easily finance that part of the 
foreign trade, which consists in bringing raw material for export from 
the interior to ports and sending finished imported goods and raw 
material to Indian centres— though indeed such watertight division 
would be impossible in actual practice. Either the Indian Joint 
Stock Banks may do it or their counterpart the I. 0. Bank may 
attempt it in such places where their branches do not exist. The 
undesirable competition of foreign banks in this field should and can 
be eschewed this way. 


The Rupee Bills. 

The foieign exchange banks have not cared to change the 
method of the financing of foreign trade. India is the only major 
country which has its import and export bills expressed in sterling or 
other country's currency. Kupee bills have not been developed in 
increasing quantities even in the matter of the import trade of the 
country. Apart from breaking up the monopoly of foreign exchange 
banks it is desirable that rupee bills should be freely drawn, accept- 
ed and discounted both in the export trade as well as the import 
trade of our country. 

As a recent writer has stated certain objections against 
the practical realisation of this national aspiration a close scrutiny 
should be made of the real nature of the objections levelled against 
this measure. While the representatives of the Foreign Exchange 
Banks themselves do not place any objections in this direction but 
leave it to an agreement between the exporter and the importer 
(para 430, Majority Report) the foreign banking experts have levelled 
only two fundamental objections. This writer has increased the 


See N. 8. Iyer, *• Foreign Exchange in India." 
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raid namber to a formidaMe list of ten. Before taking m Msobfec- 
tions m senatm the general objeoHons mentorned by the foraan 
banking eaperte have to be nnderstood. Unleaa ibeae are eteetively 
fenced the possibility of creating more mpee bills cannot indesd 
be entertained. 

Firstly, it is objected to on the ground that the drawing of a bill 
in any currency arises out of an agreement between .the expoiter and 
the importer. Knowing full well the present-day tendency that manu- 
facturers all over the world are drawing their bills in the currencf of 
the importer there is no reason why the Indian importer should not 
insist on this practice. This means that Indian export bills should 
be drawn in foreign currency but the adoption of the practice of 
refinancing acceptance by the I. 0. Bank would lead to the develop- 
ment of rupee bills. It must also be realised that a part of the Indian 
Export trade with China is conducted by rupee export bills. An 
exchange per endorsement clause would obviate the difficulty in 
drawing the rupee export bill in place of sterling bill in connection 
with our exports to colonies, the United Kingdom and America. 

The second objection is that the price of an import bill drawn in 
sterling would be more cheap than that of a rupee import bill. As 
Indian money rates are higher a rupee import bill will not be drawn. 
Until Indi.in money rates are as low as that of London the mpee 


import bill cannot supplant the sterling import bill. The hollowness 
of this contention can be pointed out by the fact that “ there are other 
countries whose interest rates are far higher than that of India but 
still their import trade bills are drawn in terms of national cnrrency.” 
Indian import bills are now charged a flat rate of 5% whatever might 
be the London rate of interest so that the contention that sterHng 
import bills secure cheap London finance is a fabnioos myth indeed. 
The cost of sending money back to London is added so that the 


importers really pay five per cent, phis X%. 

The otoer aigoments agiinet the rupee biUs would have to he 
eawinei in semtim. The ohovo oofhor raye that '' ropeeo ore oot 
fatemotiooel oorreorry-oo rope. bUIo will not X™™ 
teeignftodo.” The pen, the doHor end the ».ork hllo kovo 
been drawn and popnlorieed withont their being oeed oo 
currency The real objective of the importer is to secure new credit 
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Whiob wonia beoreiloa by the amwing of rupee biUo. 

Miau joint stoek banka can hoia those rupee bille ana thne eeoure 
eonneotionain foreign traae an aa™t.ga whieh ia now aomea to 
them. Being arawn for small amount, they oan be easily aisoountea 

and held by them. . , j. 

Secondly, it is argued that “ there is no organised discount 
market in India to hold these bills.” It can be stated that the writer 
places the cart before the horse. The creation of the rupee import 
bills would develop the discount market and vice versa. A few 
rupee bills are being drawn already but this tendency has to be 


accelerated. 

Thirdly, it ia remarked that “the present-day exchange banks 
sit tight over the sterling import bills and do not discount them in 
the market.” As a matter of fact the import bills can be retired 
before their due date of maturity by means of paying “rebate.” It 
is just to counteract this tendency that the rupee import bill has to 


be drawn. 


Fourthly, attention is drawn to the fact that “ there are no 
Indian banks to popularise the rupee bills as the American, the 
Japanese and the British Banks are doing in the dire.'ition of the dollar, 
the yen and the sterling bills.” This does not mean that the sub- 
stantial gain accruing to the importer by a rupee import bill should be 
foregone. On the other hand it points out the imperative necessity 
to develop Indian exchange banks which can be easily popularising 
the rupee bills and begin to finance the foreign trade with the help 
of domestic financial resources. 


Fifthly, it is stated that “the creation of rupee bills in both 
export and import trade would tend to shift the centre of interest 
from India to London and other places.” That London is the 
world's clearing house and foreign exchange market is easily admitted 
by every banking student. That sterling export bills tend to be 'cross- 
ed against the sterling import bills in the London Olearing House would 
be the idea gained by the illustration presented by the author. This 
is just like seeing the wood as a whole and not paying individual 
attention to the mighty trees in the wood. Indian export bills 
are paid in rupee cuiTency before they are despatched to London 
or foreign centres for collection in sterling and foreign currencies. 
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import hilb o« g„t »»toa.S«.ifo«i«B«„„«» 
rfore ftauTopaj equivalent is Snallj. p,ia by tbe Mien importer in 

an oMfcee. The Clearing Hooee analogy ia Meed belptala 
mdevat^ding that tbe bahaae oi trade is norioally in favoor of India 
and uminate payment shonld reach India for this amoont. 

Again it is stated that “ import biJIa are chiefly D/P bilJs." Thay 
mil not be available for dwcoimt in tbe Indian discount market even if 
they are rupee bills. Hence the bdldiug up of a diacotmt market thioagb 
rupee import hill machinery ia an impossible task. Bills are cifter 
p/A or D/P according to the credit of the customers. If Indian 
import honsea have a branch abroad they can aecnre this Irind of D/A 
credit easDy. The securing of this second signature would enable tbe 
drawing of a D/A import bill 

Nextiy tbe writer observes that *' the coat of accommodation would 
become higher in case of the rupee import bill.*' Tbe real nature of 
the so-called cheapness of the stei-Jing import bill machinery has already 
been examined. 

Mghthlyvit ia stated ** that rupee bills would facilitate mcxa on* 
necessary import trade and one should oppose their introduction." 
That imports pay for exports and otce eersQ is the most fundamental 
and elementary axiom in the field of econoaucs. Apart from incceaamg 
Indian export trade which might be an incidental gain itoaabe 
pointed out that it satisfies the sentimental craving and natioaa} 
ambitions. This is indeed one aspect of tbe gain arising out of tbe 
rupee import bill. 

Ninthly, tbe writer remarks that ” Bupee import bills would 
militate against the interests o! the Indian importers themselves." 
This is another important objection.” If rupee prices are meislrf 
upon the Ameriosn (dollar), the Japanese {yen! and tbe Eugm 
(sterling) exporters would quote a higher price to cover up the postubJa 
flucfcoations in the exchange value of the rupee. If the rape® 
be a gold rupee tbe posmbility of exchange fluoiostions adding to tw 

rupee price'of the importers would not arise. The bord^ of 

nMnotb.tIi(Ki^otintteprMei»»(rf»&tvrari «ol»w«» 

II OWa rtatomwit .pp«wiftv » ** It. 

Son faiauefi migh* tons « » important P«rt of ita equipment. 
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and a common onrronor atandard betwwn Mia and otter tMii« 
coonlriea. TJndm ench conditions there wocld be .no nocoesity to 
charge a higher price. 

finally, he clinches the issue by remarking that “ after all Eupee 
bills are needed more in the direction of export trade as they tend to 
stimulate the export trade of the country.” Although it is admitted 
that the Indian exporter has to compete with other countries the crea- 
tion of rupee export bills which can be discounted by the I. 0. Bank 
would ease his position yet the above writer opines that the Eeserye 
Bauk should at least have Rs. 100 crores to finance our export trade. 
This would mean the withdrawing of funds from the money market 
thereby tightening the fin\? of funds into the internal trade area. That 
a tight internal market would be experienced if the Reserve Bank were 
to shoulder the financing of both the export and the import trade and 
the internal trade of the country can be easily conceded. 

But there is a grave overstatement of his case by the author' in the 
above line of argument. The internal and foreign trade financing has 
to be done in either case by separate banks meant exclusively for the 
said tasks. The Reserve Bank ought only to lubricate the existing 
financing machinery by creating rediscounting' fadlities. That 
interest-free or cheaper money should be lent in the initial days to 
enable the I. 0. Bank to successfully finance the foreign trade of the 
country cannot be disputed. The gathering of greater resources so as 


to avoid the tightening of the internal money market rates ought to be 
the main endeavour of the Reserve Bank. Endowed with the expand- 
ing note-issue privilege this problem is never a difficult one. A 


perpetual lending of cheap funds for financing the export trade causing 
detriment to internal trade financing is never the ideal expressed by 
any advocate of even the state-owned Indian Exchange Bank fcheme. 
Even in the above scheme of the Indian Overseas Bank there has been 
an endeavour to steer clear of the Scylla of state-owfaership and 
management and the Oharybdis of monopoly of Government retnittanoes. 
It is indeed curious to find that the self-same writer makes the 

above suggestion almost forgetting the contradictory nature of his re- 
marks. At one place he deprecates cheap loans to help export financing 
as It would tighten internal money rates. At another place he snggests 

theadoptionofaloanpolicyto the Indian Exchange Bank somewhat 
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joint sloot banka can aec»redaa,rnbteconB«:ti„na i„ tedp, 

holding these rapae import bill,. B.lla drawn in foreign caiiea,^ 
wonldha™ to be paid at tbe B. C. rate. The Indian trader ha, ta 
seenre foreign euirency from a member of tbe Eaebange Bant, ABact 
tion unless indeed be has made previous arrangement and bonght 
exchange already. 

So long as the Sterling import bills do not secure the cheap open 
market rates of the London discount market for they are merely 
purchased by the Foreign Exchange Banks and not accepted and dis- 
counted in theliondon discount market the agitation lor drawing thernpee 
import bills can never be effectively silenced. On the other band the 
drawing of rupee import bills can be facilitated by tbe London branch 
of the Indian import house asking tbe I. 0. Bank to confirm a credit to 
the London exporter and ask him to draw a rupee import bill which it 
would accept. The development of the rupee bill and acceptance credit 
has to be consummated. It should get it rediscounted in the L. M. 
market when its discount rates compare favourably with tbe Indian 
money market rates. This step should be resorted to if London 
exporters refuse to draw rupee import bills for the value of their exports. 

In the matter of export trade the present cash credit facilities to 
the exporter have to be given up and rupee acceptance credit created in 
its place. The Indian exporter has to draw on the I. 0. Bank drafts up 
to the limit of acceptance and get ready money by discounting these 
drafts. Securing the goods and sending them abroad be can have a 
draft drawn on London or foreign importer and sell these rupee export 
bills to other banks thus realising ready money for the goods despatched 
by him. He can repay the advances he has secured by means of 
a^ptance credit at the hands of the I. O. Bank. 

Conclusion. 

The B«arv, Bank be, been elarteJ «. M. >.ew eatfonJ 
ieetitaHen tbe Ii.di.ii Over«w Baek i, needed fer leceneg wme of 
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.bo,, .awntago. no Hmo .honld bo loot in m.Kng pro^® f« 
ing such a body in consultation with the Reserve Bank. Tb 

prospect of trade revival is already looming in the horizon The eco- 

nomic welfare of the country requires that the I. 0. Bank which can 
secure the financing of imports and exports through its single agency 
should bo started as early as posiable by the combined action of the 
Indian joint stock banks, shroffs, the Indian export and import firms, 
and their agents and other business organisations. As it is small 
profits alone i** which can be annexed in the initial days these rich 
parlies should consent to undergo extra expenditure even to reach this 
desired goal. 


List of References. 

1. Barrett- Whale, " Joint-Stock Banking in Germany.” 

2. Wills and Beckhart, Foreign Banking Systems.” 

8. Central Committee Report. 

4. B. R. Rau, ” Evidence before the Central Committee,” ' 
Vol. VII. 

5. B. R. Ran, ” The Japanese Banking System and what it 
teaches us, ” Cal. Unvy. Journal of Letters, Vol. XXI. 

6. Foreign Banking Experts’ Report. 

7. IManu Subedar’s Central Banking Committee Minority 
Report. 

8. N. S. Iyer, “ Foreign Exchange in India.” 

9. W. F. Spalding, ” The Finance of foreign Trade.” 

10. Memorandum on Commercial Banks of the League of 
Nations-Recent issue. 

11. Margaret G. Myers, ” Paris as a Finsncial Centre.” 
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Introductory. 

The no doubt brought to prominence many economic troths 
while it disproved some of the pet theories of economists. It left 
ns quite a legacy of many difficulties, but it solved many important 
problems and opened the way for India to follow the practice of other 
countries, in having some sort of centralisation in bauMog matters. 
From 1807 ^ to 1919 the question of the formation of a Central 
Bank was mooted more than once but was never brought to the 
region of practical politics either due to the apathy of the Govern- 
ment of India or the provincial jealousies standing in the way of the 
'adialgamation of the Presidency Banks. Not satisfied with the 
possibility of developing the Imperial Bank of India into a Central 
Bank the Hilton- Young Commission brought home to all parties 
concerned the utility of a Central Banking institution. 


Amalgamation. 


The present Imperial Bank of India ® arose out of the amalga- 
mation of three Presidency Banks of Bengal, Bombay and Madras.* 
Though not the first yet it was the most important one fraught 
with far-reaching consequences and pregnant with many possibilities. 
This amalgamation was quite a spontaneous thing being the result 
of a natural banking evolution in this country. The recent war 
amply demonstrated the weak joints in our banking armour and the 
results of a co^irdinated policy on the part of the various banks. Co- 
operation and co-ardination of policy for a short span of three years 


1 For the first proposal see R. Bickard’s suggostioo «aot»d ia loy »««* 

rfu„u.wii»ib«kg««iia. 



186 


tmp F iRTATi bane op esdia 


in ardor to finance the reqairements of war tanght them the advantages 


of nnion, and the present amalgamation was oniy a 
that desire for they realised fnU well that there would be no true 
and effective co-operation without any formal amalgamation. 
Amalgamation was synonymous with strength and anxious to retain 
the paramount influence which they wielded so long they entered into 
amalgamation so as to preclude any amalgamated banking unit of 
the London Money Market from obtaining foothold here and take 
advantage of the individual and isolated position of the three Presi- 
dency Banks. Alone and unaided no individual Premdency Bank 
would have withstood the strong and effective competition of the 


immigrant bank. As India stood in need of more loanable credit and 
as the woeful want of banking facilities in the interior of the country 


was a well-known tiling this amalgamation strove to secure additional 
capital so as to extend hanking accommodation and promote the 
healthy development of hanking in the country. As some of the 
immigrant exchange hanks were not British, foreign financial concerns 
might obtain undue influence and predominance in the monetary affairs 
of this country if the Presidency Banks were to remain isolated as 
before.9 If a close nnion of British and Indian interests conld be 
secured by the amalgamated bank and if it were to open a branch in 
London just like the Dominion banks of the British Empire a policy 
of co-ordination of finances of the Empire would become an accom- 
plished fact." Quite recently another link in this chain ~ was forged 


* Thoogb the Imperial Bank Ant was paiaed in September, 1030, the Imperial Bank 
began oondncting bDsineee on 97lh JBnnai7, 1981. 

< As in Canada there might be the American economic invaBion and \aBt developments 
outside the infloence of the Bdtidi capitaliete might take place. Por an idea of the 
present sitnation see the special artiole in the London " Timea "—Canada To-day— the 
American invaeioa— December 6, 1927,p. 16. 

* It nee in January, 1918 that Mr. Goodenongh ontlined the advantages of Bmpira 
Banking significantly in the following words " The extension of banking organisation and 
the maintenance of a fixed rate of exobange within the British Empire will give to onr 
Dominions and Colomes a substantial prefarence and would serve to consolidate and promote 

^ Empire." A first-dass practical expression of this policy from the Indian 
Banks and their aoceea to London 
ind India. The present Barclay's 
an attempt to organise an Empire 
as. The recent starting' of the Now 
the Reserve Bank of India would 


amalgamation of the Presidency 

bringing abont a dose rapprochement between London i 
(Colonial, Dominion and Overseas) Bank can be taken ae 
Bank with the object of co-ordinating imperial finnp t; 
Zealand Central Bank, the Canadian Besatva Bank and 
complete the finandal drde in the BriUeh Empire, 
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Constitution, 

The total aothorised capital of the Imperial Bank ^ is Hi 
OToresof which half iapaid-np and the other half forms the reserve 
liability. The paid-up capital consists of 76,000 shares of Bs. 500 
each andEs. 160,000 shares of Ss. 600 each of which Es. 125 par 
share is paid. The reserve fond is Bs. 6,42,60,000 and the reserve 
liabilify of shareholders amounts to Es. 6,62,60,000. 

To guard regional interests and to provide ample freedom in hank- 
ing matters the existing local Boards of the Presidency Banks have been 
retained. A Central Board is created consisting of a general manager 
or two managers in the first instant, the Controller of Corrency as 
' the ess-offteio Member of the Board and the President and Vice-Preri- 
dent of each local Board, the Secretary and Treasnrer of each local 
board, who will have no voting power and four non-o£5ciaI members 
to be appointed by the Government to represent the faz-p^^r's 
interest.^ The Central Board is created to settle disputes between 
the different local boards if any should arise, to look after the discount 
policy, to determine the disteibntion of fnnds, to fix the bank rate 
and to publish the bank's weekly statements. The Managing C*®" 
mittee of the Central Board meets more often and ftansacts business. 
Bull provision has been n^e for the exeroismg of adequate control 
by the Government as the Controller of Ouixency has power to bold 
up any action of the Board on any matter of vital importance affecHng 


TTbe oMtt iosShiSoBB lied on the aggt^fe Be. 87,SOOfiOO of cspifal 

of new local boarfe may be added to fbe Ctatol B<^. 

. • I^boaid iastitatea at each of the Olearing Hoose 

aor^«r.. It is . matter of sratfdcatioa to oota thet the f»n.e» of tb, 

Bg^S^nkaalectodBangoon end DeHrf also aaceotw^ . 
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oitbcr policy of tho Qovemiaent ot thoBofetyof its^ 

baton J. TbeG^veLont o»n call for any infonnaton tegM^ 
ita affaire and can appoinl any aoditora to report on to aTOnnta of 
tho bank. Though it can be described as an all-India Bank possess- 
ing the largest number of branches, biggest share-capital and resewes. 
still the one peculiarity of it is the lack of any fixed location for the 
Central Board. Provision is made for its sitting alternately at Calcutta 
and Bombay. Judged by the experience of these eight years of its 
existence the Central Board has not succeeded in initiating any useful 
lino of development. Under the 1934 constitution the Government 
representatives have been reduced to tv»o only. 


Business outside India, 

The Imperial Bank has a branch in London to transact such busi- 
ness as may be entrusted to it by the Secretary of State to India, to 
rediscount bills of exchange for the exchange banks, to act as a 
custodian of such balances and to float sterling loans on behalf of the 
Indian public bodies. It is not allowed to take up the general foreign 
exchange business and compete with the exchange banks. While it is 
granted privilege to borrow money in the London Money market 
on the security of its assets it is prohibited from doing general bank- 
ing business for all customers except the former ones of the Presi- 
dency Banks or its own customers in India. It has not been entrusted 
as yet with the task of floating and managing the sterling loans of 
the Government of India. From January, 1924 the London Office 
of the Imperial Bank has been entrusted with the duty of mimag in g 
the Government of India rupee debt in Xjondon which was hitherto 
managed by the Bank of England.’’ Generally speaking the policy 


For doing Oiis service the Bank of England was paid jeSOOpercton whflethe 
Imperial Bank is nov paid only dESOO per crore per annum with a niinimnm of JES/XK) 
bntif the balance falls below 8 eioros in anyone year this oommuaion is to be to 

It also keeps the account of the High Commissioner for India in Timann. Hinm 
these lines have been written tho B. Bank bos been started. It mansges the pnblie debt 
and the Sgh Commissionor's neoonnt also. 
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at this brai)ch."(^ite'”^MHy^TAT- 

med in r«».don to 1 r Ctamitlea ha, b«n «„»a. 

direcHon. ^ ^ & the right 

Z^TfSLr^r: •: '■«“ “ 

generally owlMl^ by the reader i, ita branch at Coloml^. Alfhooi 
It la outside India proper there is no tendency on the part of the 
Irn^ial Bank to maintain a position of equality of assets and lisbiiitie. 
at this branch. 


Business in India according to 1920 Act. ‘ 

The Imperial Bank was given the free use of the Government 
reserve treasury funds and the balances of the Government of India 
and the local Governments. The Imperial Bank managed the pnblic 
debt work.** It did not however perform .all functions that 
the Bank of England now does for the Government of the United 
Kingdom. There is a separate public debt office which acts as the 
actual registrar of the debt. In the matter of floating rupee loans 
on behalf of the Government the Imperial Bank always took up a 


ID Wfaera it has so branch it has oppointed agents to undertake coUectioir business. 
IndigenouB bankers, coKiperative banks and joint-eloek banks b» appointed as ita agents. , 
U The following remuneration is sanctioned for this work. A commission of Bs. 2/130 
per crota per annum on the amount of the pnWIo drbt-on the books of the pnblic debt 
Dsclndiug (a) amnunt of loans diechorged outstanding after one year from the dste 
of the notice of disobaige; (b) amonnt of ourrenegr investment; (e) amonnfi of stock 
oertificates lor Be. 5,000 and npworda bold by the Controller of Oartenay; (d) tbe amonnt of 
StoiskB and notes outstanding in the London Register. lEhe bink is further alloiwd a fisrf 
snm of Be. 8/100 a yonr.on ncooont of the stock ceiUfioatea mentioned in (oj sbove. If the 
bank manages the debt work of tbe local Governments the commission is Bs.^ P« 
Lre Por maneging the debt work of the Calcutta Port Trnet and the Calcutta Omporation 
itrcclfvcaBB.8,«00porcrum. Besides thie fixed chatge it slso le^ Bs.100 per cr«e 
of loans for n 
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big block of it and sold it over the counter to the public. Individual 
Bubscribere to the Eupee loans might apply either to the Treasury or the 
Imperial Bank. Subscription to the Government of India’s Sterlmg 
loans were also dealt with on receipt of cabled advices from the bank s 
head offices in India. 

The Imperial Bank transacted the same kind of commercial bank- 
ing business which the Presidency Banks performed and some of its res- 
trictions wore only modified to a certain extent but their general 
nature was not in any way altered so as to permit unsafe buriness to 
be conducted. The following were some of the restrictions:— 

“ The Imperial Bank shall not make any loan or advance (o) for 
a longer period than six months, (6) upon the security of stock or 
shares of the bank, (c) save in cases of estates (Courts of Wards) 
upon mortgage or security of immovable property or documents of title 
thereof. The amount which may be advanced ' to any individual or 
partnership is limited to two crores of rupees only and this could be 
secured on security of trustee stock. Government * security, goods or 
documents of title thereto. Discounts could not be made or advances 
upon the personal securities given unless such discounts or advances 
carry with them the several responsibilities of at least two persons or 
firms unconnected with each other in general partnersihip. It could 
not grant unsecured overdraft in excess of Bs. 1 lakh. The resiariction 
of exchange business only to the 6ono fde requirements of its consti- 
tuents however was a real practical limitation debarring it from a very 
profitable business. The other restrictions did not place very great 
disability on it. ISiese did not seriously injure its profiteaming capa- 
dty and were of such a nature as could be safely imposed upon any 
other bMk which aimed solely at the finandng of internal ‘trade, the 
marketing of crops, the movement of produce and undertook remit- 
tance bumness. 

The banldng business that it now transacts is of the following 
nature; (1) the recriving of fixed depoats/a (2) and savings 
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deporffe,** ® a, coueotog of dopodto in fb, brm a - ■ 

MManta, the keeinng of eeoatitios for eefe ourtodr, Hm boA^Z 
^ng rf geia ^Tor bollbo a»d nnj other p»pertie, t^o^f 
are ^ into tte bant’e posseaeioii in sstWaotion of dMoTto 
boiTOwing of monejr in India or London on Ae aecnritg of ite aoete 
acting as administrator in winding op estates, transsctfag sgnnw brat 

new on commission, ae investing of its foods in Mtborissd 

snohastrosleeseonrilios, seonrities of Government gnstmteed Hsd- 
wajrs, debentures, issued by the District Board and Govemmsut 
secnrities, the drawing, accepting, selling and disooanting, hmyingand 
selling, bills of exchange payable outside India for and from or to such 
banks as may be approved, the issuing of letters of credit and bank 
post bills payable in India and in Ceylon, and lastly the drawing of 
bills of exchange and the issuing of letters ef credit payable out of 
India for the nse of their private consMtnents for bona fide persmial 
• needs and buying, for the purposes of meeting snob bills, bills tS. 
exchange payable out of India at any instance not exceeding six 
months and the granting of advances in the form of loans, cash medits 
and overdrafts and the making of inland transfers from one branch to 
another on behalf of their customers. Thns it does general banking 
bnsiness like the commeroial banks. Like the State Bank it acted 
formerly as the Government banker conducting treasury work at its 
bra n c he s free of cost and like the Central Bank of o&er countries it 
acted as the bankers’ bank and all leading banks deposited their 
balances with the Imperial Bank and it undertook clearing houre 
work at the important monetary centres. It provided remittance faci- 
lities to the general public, the co-operative banks and the Indian 
Joint Stock Banks at slightly differential rates which were lower in 
the case of joint stock banks. 


a n.toJ«idB»kpW.I»6 
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The Bdmce^heet el the Itnpenel Bank ej Mia a, M Mh Mereh, 
im, «» »« taken ae an illuettatien of He pre-im Bvemeee. 


SabBcribed capital 
Paid-up „ 

Eeaerva 
Public depoaita 

Other depoaita ' ... — 

Loana againat aecoiitiea per cotiira ... ••• 

Loaua from the Government of India under Seobon 20 M 
the P. 0. Amendment Act againat billa diaoonnted and 

purohaaed per confro 

Contingent llahilitiea 

Sundries ... — 


Ba. 

11,25,00,000 

5.82.50.000 

6.12.60.000 
6.01.40.000 

7] .80.29,000 


Total. ... 96,76,70,000 


Government seouiitiea ... ... 18,55,20.000 

Other authoriaed aecuxitiea ... ... ... 2,08.38,000 

Loana ... ... ... ... 14,19,86,000 

Gash credit ... ... ... ... 82,86,78,000 

Inland biiladiacounted and putobaaed ... ... 14,01,17,000 

Foreign billa ... ... ... ... 41,79,000 

Bullion ... ... ... ... — 

Deadstock ... ... ... ... 2,78,66,000 

Liabilil^ of oonatituenta for contingent liabilities per contra — > 

Sundtiea ... ... ... ... 88,08,000 

Balances with the other banks ... ... ... 1,85,000 

Totai. ... 85,26,80,000 

Cash in band .... 11,S0,40,C00 

mk u u , v . . , , - ^.76.70,000 

The above balance-sheet includes: — 


Deposits in London ... 

Advances and investments in London 

Cash and balances at other banks in London ..! 

Percentage 18*37. 
Bank rate 7%. 


£904,000 

990,600 

12,600 


Etcplanaiion. 

On the liabilities Bide the paid-up capital refers to the portion of 
the total capital on which the credit of the bank rests. It represents 
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the solid capital which the shareholders have paid up. The 
relates to the reserve fond of the Imperial Banir *p w 

are the deposits of the GoVernmeiit for which the Imperi8i*knk7ayB 

other de^site are those of the Exchange banks, the Indian joini 
st^k ba^, the local Boards, the trnst foods, the semi-public corpo. 
rations, traders and the corfomers of the bank in its ordinaiy banking 
baamess,i» These indicate the sirength of tbe banking system.” 
The Bnperial • Bank does not pay on current accounts bat pays 
interest on fixed deposits “ on snms not below Bs. 500.” “Loans 
against securities 'per contra ” . are usually boinowings of the bank 
against some of its anthorised securities included in the assets-side of 
the balance-sheet. Loans .from the Government of Indie under Section 
19 A of the Paper Curreney Act, represent sums brarowed on the 
internal bills of.pxcbange or hundis drawn during tbe course of fa-jid m g 
transactiona in order to secure easiness of credit in tbe money market 
With the starting of the Beserve Bank this item disappears automati- 
cally. ** Sundries ” means miscellaneons liabilities. 

Coming to the assets side “ Government securities ” mesn the 
Bank’s investments in Government loans. “ Other authorised seco- 
rities ” refer to tbe holdings permissible nnder the Act. Tbe 
State-aided and District Board Rijlways, securities of the Port 
Trusts and the Improvement Trusts can be held and broadly speaking 
the proportion of the Government Securities to the total is 
approximately four-fifths. 

Loans and ‘cash credits .refer to tbe Bank’s advances to its 
customers on' securities placed in its hands. It grants loans on tbe 
joint-stock securities of all kinds including debenture bonds and 
documents of title to goods in war^ouses or transit. "BiUsJW' 
oounted” relates to the putchase of hundis and internal trade bills. 

Big loans are usually granted on gold both by the Imperial Bank and 

i. » I. t. of Uifi total baakers’ balBBcea, aee the C. B. En^oto 

II A. aw •> a* o»i»iiW» ■, 
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the Exchange Banks. When the price of gold is fluctuating the 
specnlative buyer of gold always counts on the possibility to sell the 
gold within the ten days that are usually granted for parent by the 
Exchange Banks which import the gold bars. If it is not sold in 
the market within this period a loan is negotiated and thus Indian 
banks usually lend on gold. Sometimes loans are granted to its 
constituents in London against securities held in India. 

The Imperial Bank grants cash credits at moderate rates more 
generally at the prevailing bank rate to the provincial co operative 
banks. In this way the Imperial Bank is financing agriculture 
through the co-operative societies. The signature of two approved 
parties is insisted upon and the cash credit is extended to a period of 
six months. The cash credit though not so self-liquidating as 
the trade bill is repayable at very short notice, say a week, and in 
effect a portion of these can come under the same category ' as trade 
bills. It is the practice of the Imperial Bank to curtail casli credit 
facilities or if it thinks that the stock of goods was going up during 
the past BIX months. Cash credits are granted usually against self- 
liquidating assets and not for locking op the bank money in securing 
fixed capital such as installation of machinery and repaying of capital 
debts. Theoretically at least they are repayable on demand and 
can be called up at any time the bank wants to. 

Sometimes ‘manufactured bills ’ were substituted for the cash- 
credits in order to place them in the F. 0. Beserve and secure 
additional note-issue according to the provisions of the P. C. Act. 
But the Impenal Bank was decidedly against this creation of bills, 
for it was put to definite loss on account of stamp duty to be attached 
on the hundi at the rate of Be. 9 per Bs. 10,000. Cash credits were 
granted to promissory notes bearing four annas stomp and the 


® An overdraft account on the baeia of a cash credit agreement is generally enlered 
mto vrith trading companies on the eeourily of the pledge of goods and mewhoodise. In 
^nance of eneb agreement the trading arms pledge goods and aceure the needed finance 
from time to time. 

«It occasionally lends on mortgage ee primary security and initiates the loaning 
tauBDcUon when the primary security is a mortgage. Bee Mr. A. Bowie's Evidence before 
the Hilton. YonngCcmmi«iou(p.loa.Vol H). This is more an exception that piovea the 
rule. Aa a matter of practice its loans ate gaueraUy well-secured. 

25 
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In. .onnl B«„fc md lo pay ,ho heavy dnly ,o ipa«, 

finam mp thcnivelves by drawing billa. The Goranmeat bad to a™ 

toremd„.rae.be Ba«k<hecea.of,hia da.y for .adi,fo„., ,„Se 
O..I.V be oblmedby I.l«:iag hendia or iaaufoga„,ea„„ iraanay 
billYnlhe 1 .C. Ecson-o lo a grealer cxlenl than it was compell^ 
to do. flence it was often arranged as a result of 


between the Imperial Bank and the Controller of Currency to seenre 
bundis and issue additional notes on the Imndis. 

Foreign bills discounted " means the purchase of the foreign 
bills for its customers only and its sterling purchases average roughly 
about Hd rterling annually. The average maturity of the domestic 
bills would be about OO days while the maximum maturity is 90 days 
Nothing dcfinito Cain be stated as regards the average maturity of the 
ONordrafts granted by the Jmiierial Bank. 

'* Bullion *' icfers to the gold and silver stock held by the bank. 

“ Dead Stock ’* refcis to buildings, furniture and movable 
property owned by the bank. Balances with other banks are tbe 
accounts opened with other banks to facilitate collection and payment 
of cheques." Cash refers to the amount of cash in band." This item 
is important and its proportion against the outside liabilities, rir., 
the dcfiO.«its, loans and sundries is expressed as percentage at tbe 
foot of tho balance-sheet. 

The Imperial Bank finances internal trade to a great extent and 
Fomc of the big industrial companies arc also financed by it.^^ 
The advances on hundi business are made to tbe shroffs who in 
their turn advance money to the outlying places. The Madras 
branch finances the Nntukottai chetties who Onance the Madras and 
Burma rice crop to a large extent and the trade of Burma with Ceylon, 
Soutli India and Siam is in their hands. The financing of indnsfries 
is usually done by (a) clean loans which are granted on pronotes 
signed by two person.** and on a personal guarantee of some of the 


» It Bbouia no-A be for Ibo hua3i rate for Ibis i. only the ^ ^ 

India end the indigenous bankers or shroffs. 
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dMiBboMewofthe toDosm Xh.e w bow cotfam-spmung and jota 
mills are finanoed <l>) Rodnoe loans which are granted on conntry 
produce stored in the godowns under the bank’s own look and key 
Sometimes the Imperial Bank may discount ‘ hand bills ’ for approved 
customers and these are “ pure finance bills ” The Impenal Bank 
never finances growing crops except by means of granting clean loans 
on the personal guarantee of two persons As a matter of practice 
the Bank advances on grain, produce, etc These loans are usually 
made at 8 to 9 per cent The agency work of the Impenal Bank 
consists in buying and selhng aecunties on behalf of chents and receive 
goods for safe custody 


The Bank Rate. 

The Bank rate indicates that the Imperial Bank is prepared to 
lend money on Government securities at that rate The bank 

rate is usually higher in winter and early spnng ranging &om 6 to 8 
per cent and low in summer say 4 to 6 per cent On the whole the 
average rate is not high but it rises to high maximum during the busy 
season When the demand for money is great the rate rises indicat- 
ing that It 13 transacting considerable volume of busmess Dnnng 
the slack season although the bank rate is nominally low it is willing 
to lend money at a still lower figure With the starting of the 
Reserve Bank this significance of the Impenal Bank’s rate disappears 
The most noticeable feature of the bank rate is that the Impenal 
Bank does not effectively control the money market just as the Bank 
of England controls the money market in London Agam the 

expected lowering and equalising of the extremely high rates that 
prevail for banking accommodation in our country during the busy 
season has not been realised The ideally low bank rate of France 
or Germany or England has not been reached Of course this is due 
to the Government borrowings either in the way of short-dated 
Treasury bills oi permanent loans for longer period Unless it gives 
up excessive borrowing there would not be the possibility of oollectmg 

a For an Idea of tbe average bank rate aeethe C B Enquiry Committee Report on 
Chapter m.p 27 Tbe Statistical Tables relating to Banks in India would give ns a good 
idea of the average bank rate 
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surplus cash in tho bands of the Imperial Bank and a lowering of tl.e 
bank rale. Of late a more judicious policy in the matter of floating 
Treasurj' bills is being pursued and with a better understanding 
between the money market and (he Government substantial benefits 
can be secured by both parties. The seasonal swings®' for currency 
arc no doubt responsible for reasonable fluctuations in the bank rate, 
but still tho prevailing high rate of discount is chiefly due to the 
insufficiency of capital in the country. The difficulties of the cold 
weather finance during any year generally arise solely if the exports 
such os jute, hessians and cotton are to be sold at a high price and 
great funds would be required to move the export crops to the ports. 
Whenever crops move in (heir streams and the produce is low-priced 
there would be no tightness in the money markets. When trade is 
brisk, crops are heavy and the produce is high-priced there would be 
tightness of money in the maiket. Interbank call money rate would 
rise. The percentage of the Imperial Bank's cash reserves would fall. 
Exchange itself would become lively and the different financing 
agencies get brisk business. Bank rate has to be screwed up. If at 
that time the political situation in this country continues to be 
disturbed it would act as a bar to the free export of capital from the 
United Kingdom to India. Tbe creation of the Beserre Bank and the 
extension of re-discounting facilities would soon change the situation 
but it behoves the governing autborities to discern the trend of the 
financ al conditions in the country and make suitable adjastments in 
the bank rate. 

Expected Advantages. 

Though the glorious vision of a great State-bank subserving 

the intere*sts of the public and rendering eqnalJy meritorious service 

to the other banks doing business in tbe money market, which Sir 
M. Hailey invoked was not realised and though it has sometimes 

» During the BiorriageBenBOD. holiday aeason and Hb« season them is a g».t deosufl 

^"rs^rte Govonuuent Despatch tolha Seemtar, of State for India on .helmperial 

BankpropowJ- 
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diaoriniiiuitoa »g^ todiin intoMsts in certain oaeae »• y®* 
ednntegee have flown oui of its actnel working flnnng theca years. 


The General Publia. 

The general public were benefited much by the populariring of 
the banking business. The opening of branches of this quasi- 
Government bank with its single and unified management inspired 
confidence among the public and inculcated the banking habit gradu- 
ally. Though there may be no sudden miracle brought about by the 
creation of a banking habit yet it is an indispensable preliminary 
for TvtftTring people believe in the utility of the banking institutions. 

The staffing of the innumerable branches of the Imperial Bank 
required men trained in the methods of banking and this stimulated 
very considerably the training and employment of Indians as bankers. 
Thus a banking career was created within a short time and it did 
afford some relief to the already overcrowded professions of the 
present day. More of these sound and trained bankers may lead to 
an improvement in the banking standard of our country. Some of 
these trained officers have been lent to the Beserve Bank. 


The Customers of the Bank. 

With the fuller utilisation of the Government balances and a 
more elastic use of them and with more increased working capital the 
Imperial Bank could indeed reduce the high discount rates which 
generally prevailed during the busy season. 

The opening of a branch office in London has led to closer touch 
with the London Money Market which is the well-known hub of 
international commerce. The obtaining of trustworthy information 
regarding English trading customers could- be easily done a?he 
arra^g of sterling loans for local bodies could be easily accomplished 
and investments in international securities could be effected. With a 
lately increased number of branches it could discount more hundis 
and traders bills thus irrigating the channels of internal trade. 

« BeehiB8peechmtheL.A8Bombl7oatheI. Bank Bill, September, 20. 
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The Government. 

I much by a successful working of the 

bank Millions otrupees looked up in the Besorse traasuries neaaliv 
caused a tightness and stringency i'n the money market *3 The 
Imperial Bank transformed these immense balances from mere ware- 
house merchandise into an active banking power. The Government 
has discontinued the issuing of currency transfers to the public 
between any two places in which a local head oflSce or branch of the 
Imperial Bank is situated. The Imperial Bank transfers its funds 
through the currency chests free of charge and in return has under- 
taken to give the public every facility for the transfer of money 
between the local head office and branches at rates not exceeding 
a maximum approved by the Controller of Currency.^*! Becoming 
responsible for the movement of funds and making them available to 
the Government whenever and wherever they were required the 
Imperial Bank had to soon open more branches. As the Beserve 
Treasuries which hitherto acted as a buffer receiving the first shock 
were abolished the Imperial Bank had to keep higher proportion of 
cash to liabilities so as to suit all sudden and large demands. This 
concentration and pooling of reserves had its own salient effect in 
leading to efficiency and economy of the reserves and adequate business 
accommodation. 

The decentralisation of the public debt work greatly improved 
the administration of the public debt. The small investors have been 
now going in more freely for Government securities than it used to be 
the case formerly. 

K Tbi'sean be illustreted from the Bank of Bengal's rates of diseoant which weis 
Dlteied according to the cash raserves of the hank and the demand for discoant. 

Year hlinimnm Maumom 


1877 

1878 

1879 


Ri 

6 } 


1583 

1900 

1907 

1910 

vm 


n 

8 

3 

3 

8 


m 

8 

9 


, . see the Bepoit of Controllor of the CarwiKy. 1920^*. «>“ 

SS For the rales approved see tne jsepo k- Mr A C-McWatters 

V .nS Xr attached to the ajefflorandDni snbmitted iy ^ir. a i.. 


a Xr attached 
:o"the Hilton-Young 
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With the sole aim of freeing the Secretary of State from the 
carping critidsm of the nnenhghtenedpnhUo the hanking and remit- 

tance busineES was proposed to he entrusted to the London branch of 
the Imperial Bank. But no substantial gain accrued under this head- 
ing. Even the floating of sterlihg loans in London was still entrusted 
to the Bank of England. 


The Imperial Bank. 

The Imperial Bank has been enjoying the proud and privileged 
position of a banker’s bank. Securing a united stand of European as 
well as Indian businessmen the Imperial Bank shouldered the extension 
of banking facilities to Ihe interior. With increased resources and 
Government backing behind it was expected that it would become a 
sanctuary for the struggling banks. Enormous capital and massive 
size would enable it to secure controlling influence and act' as the 
recognised and responsible leader. Conducting sound banking in times 
of stress as well as ease it was expected that it would create a sense 
of security and confidence in the minds of the public. Access to the 
London Money Market was granted and many of its older restrictions 
imposed in 1876 were relaxed. 


The Jomt~Sto6k Banks. 


The Imperial Bank was expected to be their guide, friend and 
philosopher rediscounting their bills and satisfying their wants for 
more credit currency. Apart from being well prepared to withstand 
a domestic crisis it was earnestly hoped that the Imperial Bank will 
be an effective protection against foreign influences. Besides welding 
the banking system into a co-ordinated whole it would tend to secure 
greater stability of business owing to greater activity and mobility of 
reserves administered by it and the outlying banks would have sound 
^tection which would be more than a set-off to any diminution of 

TthAll* 


Exchange Banks. 

that th<^ r«,p their owe share ol oommoe prosperity, 
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Twthout any direct Government pressure being exerted in favour of < 
branch development and several of them are established in places 
where banks or branches of banks do not exist. Since the liquidation 
of the Alliance Bank of Simla the Imperial Bank has been trying to 
cover some of the abandoned ground.®’ It is thereby able to finance 
movements of agricultural produce and internal trade. Inland 
exchange and remittance operation are also performed satisfactonly. 
The present-day policy is to consolidate and strengthen the existing 
branches rather than open new branches. 

It exercised an “ imperial outlook ** and wide latitude of vision 
when it promised to help the Alh'ance Bank of Simla but the evils 
were too deep-rooted to be remedied. Its help to the creditors of the 
Alliance Bank of Simla was undoubtedly due to the initiative of the 
Government of India and it cannot be taken as a precedent that 
would be followed in case of all bank failures. It did nothing to save ' 
the depositors from the disaster arising out of the failure of the 
Bengal National Bank. But it has always acted as a sanctuary to the 
troubled banks in times of a ‘*run.” When the Alliance Bank of 
Simla was closed there was a run on the Tata Industrial Bank and the 
Bengal National Bank.^® The Imperial Bank promptly assisted 
them. Similar help was given to the Central Bank of India when 
there was a run on its Bombay and Calcutta offices during 1926. It' 
acted as an element of strength to these banks during the hour of their 
trial. 

Cheap remittance facilities are being granted to the banks.* 
Merchants and traders are making increasing use of the improved faci- 
lities for internal remittance. The transfer of money from its local 
headquarters to its branches was effected at rates fixed by the Con- 
troller of Currency which were originally one anna for amounts of 
Bs. 10,000 and over. Owing to reduction in these charges an increas- 
ing use is made of- such facilities. Before long a day may arise when 
there will be no charge made for internal remittance through the 
agency of the Imperial Bank. 

w See the Evidence of Mr. A. Bowie before the Hilton-Toang Commission 

SB Mr. B. Chakiavartr’s speech at the Annual Bhareholdera’ meeting of the 
■ pangpi Natianel Bank, held in 1923. See also hia oral evidence hefore the Bilton-Yonng 
"OomniisBion, Vol. IV, pp, 892-400, 
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The Imperial Bank has developed close relations With the apex 
Provincial Co-operative Banks of the different Provinces^ and 
cash credits and overdrafts are allowed on the deposit of 
sound security. Ordinary joint stock banks also maintain close 
relations with the co-operative banks as in the case of Germany 
and Italy. Until such close relations are maintained it would be im- 
possible to make adequate provision for all the credit requirements of the 
agriculturists. The granting of free remittance facilities to these as in 
the case of other joint stock banks would be widely appreciated. The 
bills endorsed by approved indigenous bankers are freely purchased by 
the Imperial Bank, up to certain agreed limits. Loans are given to 
them on demand promissory notes bearing two names. The discount 
rates for hundis have been lowered in many centres. 

It again launched oat a bold policy of helping the Indian small 
and middle class investors so as to enable them to sabscribe to the 
1928 rupee loan floated by the Government of India. As eighty per 
cent, of the loan subscription is to be paid by the Imperial Bank of 
India on behalf of the castomer-subscriber the customer would be 
getting a Government bond carrying 5 per cent, rate of interest and as 
he would be paying four and a half per cent, on the loan amount to 
the bank, the real rate of interest to the subscriber would be nearly 
half per cent, on the actual money he loans to the Government through 
and with the help of the' Imperial Bank. 

The policy of the Imperial Bank is to have a stock of seourities 
ready for sale over the counter at all its branches. It also facilitates 
the buying and selling of securities for its customers and the invest- 
ment habit is thns encouraged to a great extent. 

Its Shortcomings, 

Nevertheless if we push our investigations a little deeper so as to 
penetrate behind this attractive and imposing facade a different condi- 
tion of affairs begins to reveal itself. It was expected that the Impe- 
rial Bank would rise to the full dignity and stature of a Central Bank. 

» Tbe Dreadener Bank nets B8 an apex bank for the powerful Schulze-Delitzach nniona 
and tbe agricultural unions based on the RaitEeiaaen piinciplea. It maintains a separate 
co^perntive section to conduct this business 
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Writing in 1925 I advised that “it should be acting as the depository of 
the cash reserve of the other banks, performing more business with 
the banks than with the ootside public thus jnstifying in reality the 
term bankers’ bank relaxing the loaning policy to some extent, 
realising that it is the handmaiden of trade and industry of our 
country whose imperative duty is to fulfil its ever-changing 
requirements, caring less for profits than is the case at present, 
developing to a certain extent the newly permitted acceptance 
business, organising a discount market and rendering help to 
all sound banks in their occasional hours of distress, the Imperial 
Bank can obtain real control over the money-market and uninfluenced 
by political currents or other members of the banking community it 
should conduct the whole machinery of banking in the wider national 
interests of the country.” It was a complete disregard of this advice 
that has led to a scathing indictment of the Imperial Bank’s 
policy. 

On the hanking side the Imperial Bank does certainly compete 
with the Indian joint stock banks and it has always been a bitter source 
of complaint on the part of the joint stock banks. The general 
public however stands to gain out of competition between these banks 
in its fuller form. The breaking down of tbe semi-monopolistic poa- 
fion of the joint stock banks is a distinct advantage by itself. 

It has not done much in the direction of training Indian appren- 
tices to responsible offices as it continues to be an “entirely 
European-controlled and European-managed institution.” Though 
invidious racial discrimination does not exist the tabooing of 
all questions relative to the Imperial Bank’s management by the 
members of the Legislative Assembly has rightly or wrongly created 


*0 Bee the oral evidence of Mr. A. Bowie before the Hilton-Young OomtnuBion, Vd. 
IV, p. 93 : " placed above economic competition by virtue of its character as a quasi-state 
bank'’itbasbegiih to compete with the indigenous joint stock banks that have been left 
powerless to withstand this competition. Tbe exchange bauke are however free from this 
economic competition on tie part of the Imperial Bank.” Per contraiy view Me tto oral 
evidence of witoessee representing the Bengal Chamber of Oommeree before the Hilton-Young 

N. ft. Sircar corroborates these remarks in bis Minuts of Dissent, the 
0 B. Enquiry Committee Report, p. 535. 

’ a See Chapter X'^TH, 0. B. Enquiry Committee Report, p. 873. 
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BUBpioion against the Imperial Bank. The hnckstenog spint in which 
Ihe bargain is made that if the Imperial Bank of India were to be the 
sole agent of the Reserve Bank no non-Indian should be appointed has 
to be deprecated. The time is come when a fully Indianised staff alone 
can be made economical and efficient at the same time. The majo- 
rity of the directors should be Indians. No further recruiting of non- 
Indian officers should take place except in special cases. 

The racial and political discrimination in the matter of granting 
loans has been often referred to. No attempt has been made to silence 


this grievance effectively. 

Its partiality towards non-Indians has once again been 
raised.^ It is natural that the non-Indian staff would sympathise 
liberally with the non-Indian borrowers.®^* That greater line of 
credit is often granted on the same kind of security is the main griev- 
ance. This can only be removed when local committees of Indian 
businessmen advise the bank in the matter of distribution of its ad- 
vances and loans to trade and industry. 7t is their absence that is 
responsible for the increased investment made by the Imperial Bank 
and it is the Government that is reaping the main benefit from the 
expansion of the Imperial Bank's activity. 


Again it has failed to create a powerful body of private banks 
round it. One of the objects of the amalgamated bank was to create 
“ a central rediscounting agency." But there are not very many bills 
drawn even now and an open disconnt market does not exist where 
the bill can be borrowed upon. Nothing substantial bas been done 
in the perfection of this most important form of negotiable credit. 

There has been a closer rapprochement between the exchange 
banks and the Imperial Bank while such cordial relations are not 
established with the joint stock banks. 

Nextly, the percentage of cash as against its liabilities falls to a 
dangerously low proportion and often for several weeks the proportion 
would be 12 to 15% and the rigidity of our credit structure becomes 
too apparent at such times. 


See the evideDoe of a Madras witness before the 0. B. Enquiry Committee. 
C. B. Bnqniiy Committee Beport, p. 877, Vol. H. 
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The present policy of snbsiaising the Imperial Bank to open more 
branches is too costly and wonld have to be continoed for a nomber 
of years if these branches are not to be dosed. Many of the branches 
tend to drain away money so that financing of trade is greatly 
handicapped. 

In some places the Imperial Bank has not adopted the salatary 
practice of appointing local people to help the branch managers in the 
matter of discounting bills. The Imcknow branch of the Ixapezial 
Bank would have avoided such loss if it hsd been helped by soch 
a local Advisory Committee. Even now it is not too late to mend 
matters. In all important centres of trade the institution of such 
bodies is a desurable step in the right direction. T. Joplin pointed 
out the advisability of this step long ago and recommended the placing 
of every branch under a board of local directors chosen from commercial 
and indnstrial people of the locality. 

The top heavy administration of the bank has not been rectified. 
Non-Indians man the superior staff though it has to be admitted that 
Indianisation of the staff is proceeding apace. 

finally, it failed to rise in opposition to the Covernment when it 
was undertaking functions in disregard of the general interests of the 
country. This has arisen chiefly out of the fact that there is no 
element of national control either in the matter of shareholding or 
management. Mr. Gubbay one of the fathers of the amalgamation 
scheme, says that "one of the possibilities I bad in mind when this 
was created was that the Finance Department of the Government of 
India should be strengthened by being able to say in regard to any 
suggestion on question of banking or finance or exchange or currency 
from outside that they had the control and regulation of the financial 
arrangements in India. I said to them : It is bound to occur that the 
Oovetnoi and the Managing Governor of the Imperial Bank toill have 
to stand up to the Government if they think that the Government 
are taking steps toliich they regard as likely to endanger or to be 
inimical to tlie general requirements of the country. I say of that 


S See “Aa oa tlie General Principles end Present Practice of Banking in England 
ana Sculflaod.” by T. Joplin. The Big Pwe of London keep consultation Committees of 
framer diiectors of amalgamated banka to grant adrice to branch managera. 
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function o! the Imperial BbxA I have seen no evidence whateoeve^ 
that it has been or is being disbhargea.” It never enabled t^e 
Government to develop a current poUoy in encouraging the nae o5 
hundfe and infernal bills of exchange. Its volume of ere&te 
has expended while that of bills discounted has duniniBhed. A bill 
market has not been developed as yet. 


A grievous misconception that is prevailing in the minds of the 
general public is that the state is not exacting any quid pro quo for- 
the deposits it is entrusting into the hands of the Imperial Bank of 
India. The grievance is that the state does not participate in the pro- 
fits of the bank arising out of the banking use of its deposits by the 
Imperial Bank. The services that the bank is rendering are very 
often forgotten in this direction. The Imperial Bank does the Treasury 
business which entails heavy work and a good deal of expense. The 
prestige of its being the sole agent of the Beserve Bank indirectly 
attracts deposits.^^ It is inevitable that one bank or another diould 
be selected and although the selected bank should pay something in' 
retarn for the free use of State balances too unfair use is being made 
of this single argument. Restrictions interfering with the work 
though not the policy of the Imperial Bank have been laid down. The 
bank is entangled in somewhat fantastic statutory provisions. 

It is undoubtedly true that it has tended to become a State Bank 
in the narrowest possible meaning of the term. It has failed to become 
a genuine Central Bank cheapening credit and commanding due respect 


** Sraa in America then MV laaor paople who are qnesrioniag the abilit; ot the P. B.> 
BaiAiBg Bjetem to arntrol eredit Bvea there ft » admitted by experts that it has aob 
proved s complete soecesa and there are some who have already pledged themealrea to see 
that the P. B. system ehoald he abalmhed or radmaHy obanged. But the ehactes haa bees 
indefiniteJy cstesde I sad the 1938 Blase Steagall Act attempts st tncludiog all State banks 
in the P. 8. Banking eyatem. The siio of ditpeoaiag with too tnauy local banka ind^a* 
dently creating credit is the deBnite ideal pJ« vd beten the pablio. See the Glass Bnagall 
ActoflSSS, O.S A.orthe tteasnm forbanktof reform proposed by Senator Aldrich (1933). 
Bee Qemge Peel, ' The Bconomie Impact of Amerioa/* pp. SOS^SOB. . * 

See Use evidence of Or. Bpragne before the Btobilisatioa Committee, Honse of Bentesen. 
tatives. 1896.1927, pp. 403^18 or «^en 

s* The Imperial Bank certainly secares a decent retoro oat of the use of the State 
balances. Itnalsotraeihat a large part rf the workicg capital of the bank is doe to the 
cash balanoea of the State. 
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from a]] parties. It has been handicapped however in this important 
respect by its own charter. The two serious limitations are lack of 
control over the issue of paper currency and lack of power to deal in 
general foreign exchange business at least to facilitate the remittances 
of the Government of India from India to England. If once it loans 
up to its full limit during the busy season it has no further power to 
expand the currency beyond the twelve crores limit. Hence arises its 
failure to cheapen credit during the busy season. Now that the Re- 
serve Bank has been created ail these difficulties would be removed in 
course of time. 


The dismantling of the Imperial BanU. 

It has been suggested that the Imperial Bank of India should 
be dismantled and in its place a new organisation bused on the model 
of the Federal Reserve Banking system of the U.S A. should be started 
in this country with the Reserve Bank as the Central Bank and pivot 
of the whole banking system. It is proposed to dissolve the Imperial 
Bank and revive the old Presidency Banks in the Presidency cities 
without branches in the interior. Below them district banks should be 
created in each district and all these three constituents should be 
federated into an entire structure. While the Reserve Bank should be 
the Imperial Government's banker the Presidency Banks would obtain 
the work of the Provincial Governments and the District Banks the 
work of these governments in the moGTosil areas and all Government 
treasuries should be abolished. Lest Government funds might be 
mismanaged it is proposed to make it compulsory on the part of these 
banks to deposit a certain amount of minimum funds to promptly 
repay the Government balances. Such local banks dealing with local 
needs would enable the flow of capital from province to provmce, 
when the bank rate of the latter rises. Diversity of economic condi- 
tions and trade requirements necessitate the maintenance of separate rates 
for the different parts of the country and one uniform rate all over the 
vast continent as is now maintained by the Imperial Bank is positive 
discouragement to the free flow of capital from one province to 
another. 
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Although there is some amonnt of truth in this criticism yet the 

maintenance of a federal system of banking would not be the 
panacea for our banking ills. This scheme is fraught with certain 
dangers. The rights and privileges of the shareholders of the Imperial 
Bank would 'have to be udly safeguarded. Tt would introduce great 
disturbance in the money market. The management of the different 
district mig ht not be conducted on sound lines. The Beserve 
Bank's voice might not be immediately felt throughout the banking 
system. A scientific credit control or the joint control of credit and 
currency would then become impossible. It is not mere numerical 
j pg re a se of ban king institutions that is the chief desideratum at present. 
The whole swarm of the District Banks might pursue “ a liberal 
policy " of expansion as they would be susceptible to the pressure of 
making profits. 


Decommereialising the Imperial Bank 


Sir Osborne Smith evidently has the idea of raising the Imperial 
Bank to the full status of a Central Bonk so that the problem of 
reconstituting the Imperial Bank would resemble a great office building 
changing its antiquated structure and substituting in lieu thereof 'steel 
and marble yet acoompliriiing it sdl without serious inconvenience to 
its tenants Though this reorganisation of the Imperial Bank can be 
brought about thus eschewing the vexed questions of securing the 
requited constitution and the directorate of the Central Bank it is 
nothing but an inadequate appreciation of the results that makes 
possible this ill-considered agitation for reorganising the Imperial Bank. 
Even granted that all practical difficulties in reorganising the Imperial 
Bank ore successfully solved and that the shareholders of the Imperial 
Bank agree to the limitation of dividend, and remain content with a 


** Sea tbe Economic Jonnal (London), September, 1928--an aitide on " flie 
Reeerve Bank," p 418. 

*• Bee H. L Seed, " The Development of the F. R. Polfoy," 

27 . 
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'Buborainate role of acting as mere consultants in the management of 
'the reorganised bank and that the control and supervision of the 
•Government is happily superimposed, it does not im mediately follow 
that the new organisation would meet with snccess. 

Without ample financial resources and without any public con. 
fidence the Imperial Bank exmts at present unable to pursue any bold 
and energetic policy. So it is proposed to make it a dominating Central 
Bank by rectifying the major defects. Note>issoe would be handed 
over after making due provision for its elasticity by the employment of 
a graduated tax on deficient reserves. The note-issue would be based 
-on- the general commercial assets of the bank rather than on its 
holding of Government securities. The necessary staff would be lent 
■to the Imperial Bank and it would facilitate matters and ensure good 
management of the note'issne from the begiiming. Centralised control 
and protection of public interest would be also secured. Free transfer 
of funds in India would be allowed to other banks. No more branches 
would be established in future in such places where other banks or 
their branches exist. Even at the existing branches of the present 
time dealings would be confined solely to banks and competition would 
be eschewed altogether. Bediscounting can be easily allowed by the 
Imperial Bank by virtue of its added strength, namely the note-issue. 
With proper facilities for the encashment of notes and a proper 
provision of sufiScient coin and bullion and other liguid assets to act as 
a seoqndary reserve, the reorganised Imperial Bank can provide the 
jaee.dejd accommodation in our money market. Managed with economic 
jpreaighji.and a correct appreciation of the Indian situation the Imperial 
^ank.pf India can be made to play the role of a Central Bank or an 
,apex bank, assisting other banks. 

But. there are certain disadvantages arising out of this scheme. 
As earnings must be large enough to maintain the present rate of 
dividend and ma in tain the prestige of the Imperial Bank in the eyes 
pf the public, a liberal use of its funds would be necessary. As one 
eminent banker says,** earnings constitute the gauge of success applied 
by a large section of the public including many bankers. It is 
'diaiacteristically human to uphold the successful enterprise and to 
obstouct the unsuccessful. A small percentage or reserve coupled with 
unqualified approval will constitute one potent, pow,er of support than 
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Ifttget reserves with loss of popular confidence In order to teetiSaa 
powers of credit control the Impetial Bank must have some funds in- 
vested—the withdrawal or release of which would exercise a beoDeficaali 
influence It is not emergency relief alone but continuous operation ' 
on a scale to mamtain the present rate of dividend which would be 
essential Even if this takes the shape of too frequent rediscounting 
it might easily lead to an expanaon of credit Another dangear would 
be that its funds would be used by the rediscounting banks and the 
ability to act promptly m times of disturbances would be checked To 
cover even the bare operating expenses of the Imperial Bank with its 
present number of branches would requun huge return and constant 
employment of funds either through rediscountiugfasd wo have already 
seen the dangers of these steps) or by its open market operations and 
direct relations with the trading pnbhc in which case the cty of 
uneconomic competition would be easily raised by the Indian 
)oint stock banks It cannot avoid m this case becoming an active 
competitor with other banks It is one of the establiihed orthodox 
tenets that a Central Bank should not compete with its “ constituent ** 
or “ member ’ banks Manipulation of currency in its own interests 
might be the charge levelled against it The combimng of oommemaJ 
and central banking functions might lead to the unposition of very 
heavy and onerous burden on the Imperial Bank It might fail to 
perform either task efficiently 

The fusing of contiDuous commercial banking operations along 
with that of the national duties of the Central Bank is theoretically 
iffiposuble and practically dangerous to the existence of the Oentral 
Bank itself At crucial times it would either have to sacrifice its 
commerraal operataons or forget the national reqionaibilitieB of main- 
tsaartg a sound currency and credit macbamsm of the country It will 
not be " proof against the posability that the discharge of its duties 
towards regulation of the currency may be affected by its interest as a 
tradmg orgamsation working for profit *' An 'impartial harmonisation’ 


» ^inaijyaB oDefoiuib of the national baste of the D S A ate ' banka*’ 

BTOnthoMiaknaBankhaebees x^ag tbs pxopriety of making the Bank of England 
we Bole bank lot condnetifig GoTemmeat bnnneii 
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of the two diametrically opposite duties cannot be secured. Even 
supposing that both God and Mammon can be served equally 
faithfully there will be a strong reaction on the banking progress of 
the country by reconstructing the Imperial Bank as a Central Bank of 
Issue. The recent Boyal Commission on Currency argues that the 
Imperial Bank should extend commercial banking facilities and so 
two banks are needed. The existing banks can be subsidised to 
undertake commercial banking under proper safeguards. Hence this 
argument cannot be considered as the sole or the most important one 
against the decommercialisation of the Imperial Bank. 


The 198i Imperial Bank Amendment Act. 

The Imperial Bank becomes a fully commercialised bank freed 
from all vexatious control. Firstly, it becomes the sole agent of the 
Reserve Bank for conducting Government business- although such a 
practice is against the traditions of other countries.^” The 3rd 
schedule of the R. Bank Act states the terms of the contract and 
remuneration proposed for this business and the terms concerning 
the subsidising of the branches of the Imperial Bank in the first 
fifteen years of the contract by the payments of following funds 
according to a schedule. About 20 lakhs would be granted to the 
Imperial Bank during the course of fifteen years. 


38 The maia advantage of sneh a step ia to give the acbedaled banka good prospects of 
fntnia devek^oeat and it assures tbem of a settled position. Tbe attendant disadvantage 
of Government funds being lent at different rates by competing banks would ensue and it 
are too many depositaries it is likely to react odversely on the standard of banking. 
The advantages promise to outweigh the possible disadrantagos and for a few years this 
practice has to be carried out under proper safeguards. 

» On the prinripia that “ banking facilities like bakers' broad ought to ber brought to tbe 
doom of the onstomer ” there ought to be an extension of similar facilities to other jmnt-stock 
desirous of estending these branches. 

M 7 {detbefffatfst,November 8 , 1980, p. 705. 
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Secondly certain limitations on the business of the Imperial Bank 
have been removed, (a) The London office can now transact any 
kind of business. It would conduct commercial banking and can 
undertake exchange banking business at the same time, (b) It can open 
branches outside India in London and elsewhere, (o) It can conduct 
more freely internal banking business than before. It can lend or 
grant cash credits on shares of the Reserve Bank, upon debentures 
issued under the authority of a Liocal Legislature of this country. 
Municipal Board, or ruler of Native States with the sanction of the 
Governor-General in Council. It can lend on goods hypothecated to it as 
security. It can lend for nine months for financing seasonal agricultural 
operations. It permits the bank to hold movable and immovable property 
as security for any loan or advances, (d) It can borrow money outside 
India for conducting its business, (s) Instead of four managing 
Governors appointed by the Government to the Central Board only two 
will be appointed to safeguard the interests of the Government. The 
Government can also appoint an official of the Government to attend 
meetings of the Central Board and watch its proceedings. This 
obviously leads to the loosening of the strings of control. (/) The 
Governor-General in Council can appoint auditors to examine and 
report on the affairs of the bank in case of' necesraty. (g) Regulation 
54 of the Old Act of 1920 has been removed altogether in the new 
Act and .this means that the Governor-General in Council will have 
no power to call for any formation or insist upon the publication 
of its assets and liabilities in whatever form he may desire it. 

From April, 1935 the Reserve Bank took over Public Accounts of 
Public Debt offices and Government Currency offices. So that two 
significant items have disappeared in the new balance-sheet of the 
Imperial Bank. Public deposits and ways and means advances have 
disappeared once for all. Similarly Loans for Government of India 
under Sec. 20 of the P.G. Amendment Act" will never more figure 
under the liabilities side. Significant increases of loans and cash 
credits have taken place enabling the Imperial Bank to maintain a 
dividend of 12% free of income-tax. Executor and trustees depart- 
ments have been established at the local head offices. A glance at 
the new balance-sheet issued under the new constitution will enable 
one to rejilise the change. 
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Balance-sheet— June 80, 1986. 


Bs. A. P. 

Authorised capital ... ... ... 11,25,00,000 0 0 

Called-up capital ... ... ... 6,62,60,000 0 0 

Beserve liability of share-holders Bs. 875 per share 
on 150,000 shares 5,62,50,000 


Beserve fund 

5,42,50,000 

0 0 

Fixed deposits, Savings hank current and 

other 


accounts 

... 72,48,09,364 

2 11 

Loans against security per contra 



Acceptances for constituents 

... 


Dividends for half-] ear and unclaimed ... 

88,27,180 

14 8 

Profit and loss accounts 

82,27,595 

14 5 


Bs. 84,18,64,090 

16 7 

Assets. 


Bs. 

A. F. 

Jnvestnaents •— — • 

... 87,88,28,194 

12 9 

Advances 

... 26,82,07,815 

11 10 

Dead Stock 

... 2,84,94,981 

12 2 

Sundries ... ... — _ 

... 8,89,828 

6 8 

Adjustment account of interest and commission 

38,83,864 

0 4 

PhhI, in hand and with the Beserve Bank of 

8 10 

India and other banks ... 

... 10,26,14,962 


Bst 84,18,64,096 

16 7- 
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Section 45 of the Reserve Bank Act, insists upon the Imperial 
Bank’s always maintaining a sound financial position so long as it 
acts as the “ sole agent " of the Reserve Bank for securing Govern- 
ment funds. 

This new contract is not only decidedly better than the 1930 
terms but it is elastic enough to permit the reduction of the 
remuneration and confine it to actual working expenses to which the 
Imperial Bank might be put to. Economy forms the keynote of the 
new contract. A gradually declining amount of subsidy for maintain- 
ing number of branches is also granted. 


The future of the Imperial Batik. 

The 1934 Amendment Act has removed many of its irksome 
features and would undoubtedly increase tho driving force of the 
Imperial Bank in the banking system of the country. Should it be 
'directed towards branch extension in the country or depriving the 
Anglo-Eastern Exchange Banks of the monopoly of financing India's 
foreign trade ? Can it become a major industrial bank financing the 
existing industries and thus provide long-term requirements ? As 
there is no use of combining all these functions in one and the same 
hands these several alternatives have to be discussed in an intimate 
manner. 


As an Exchange Bank. 

With a London office and offices abroad in other countries free - to 
conduct commercial banking exchange business would naturally be 
thought of. The technique of exchange banking is not difficult for 
it to master. As it has best experts in its hand and branches all over 
the country it would prove the most formidable competitor to the 
existing exchange banks. But exchange business is being already 

satisfactorily discharged by about 19 banks who are finding it difficult 

to maintain thpir existing rate of dividend as a result of excessive 
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competition amongst themselves. The advent of the Imperial 
Bank into the ring would make matters worse. Nobody knows the 
exact strength of the Indian shareholders of the Imperial Bank. 
Granted that it is about 55% it clearly follows that the Imperial 
Bank would soon join the ranks of the exchange banks. .When it 
attracts the London deposits as do the present exchange hn-nira it 
would be London money that would be financing our foreign trade. 
The main problem of conducting the financing of foreign trade with 
domestic funds would be defeated. It can easily fraternise with the 
existing exchange banks. At present there is a lot of dissatisfac- 
tion at the treatment meted out to the Indian customers by the 
foreign exchange banks. As a member of the same association the 
Imperial Bank would undoubtedly continue the best traditions of these 
exchange banks. 


As a major industrial bank. 

It most be remembered that as* the Central Bank is started with 
branches at the regional centres such as Delhi, Rangoon, Bombay, 
Calcutta and Madras the bulk of the Government money would 
be withdrawn. The clearing accounts of the scheduled banks would 
be withdrawn as the Beserve Bank would* be undertakmg clearing or 
settlement business. 

Becoming an ordinary bank it would have to pay fixed deposit 
accounts at rates which the other competing banks are paying. The 
maintenance of branches and the necessity to pay the depositors point 
out that its success would depend on a constant and steady turnover 
of its capital resources. So the suggestion that it should be converted 
into a big Industrial Bank of. a regional character to enable it to 
diversify its industrial loans and spread the risk involved in the 
bnsinesB on a business like basis is not based on sound reasoning. 
Non-terminable loans and continuous locking up of capital for a 
lengthy period would reduce its turnover of capital. It would be 

unable to maintain the existing rate of dividend to the shareholders. 

It would require a lot of inequitable sacrifices on the part of its share- 
holders. After aU it is not the lack of financial resources or facilities 
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alone which’ ate standing in the way of the industrial progress oT this 
country. 

As a premier commereial bank. 

Acting as the chief provider of short-term capital for the co-opera- 
tive banks and holding the debentures that would be floated by 
the provincial land mortgage banks as part of its investments, it can 
easily afford to continue its present commercial character which does 

not however prednde it either from financing the existing industries 

in which it might have confidence or conducting exchange bnaness 
to satisfy all the requirements of its existing customers. But it must 
bear in mind that it should nbt be saddled with heavy external 
deposits attracted elsewhere. The collection of these heavy external 
deposits for use in this country might cement the finanmal ties 
between London and this country but this policy needs very judicious' 
lending on the port of the Imperial Bank. London deposits might 
be lying in its hands for a long time but this must be covered suffi- 
ciently by quick London assets. .Heavy Indian assets would not 
help the London branch in case of a drain on the London branch. 
So if it were to develop into an industrial bank its London branch 
would be a cosily luxury. Long-term capital can indeed be tapped 
by floating debentures and if these are to be floated for 10 to 20 times 
its present capital the demand for industrial capital would not arise 
to such an extent as to absorb a part of the industrial capital supply 
created by the Imperial Bank. 

Ibns the future business of the Imperial Bank may be extraordi- 
narily wide or restricted. It can carry on banking business, acquire 
business deposits, make advances, discount bills, issue drafts, deal in 
exchanges, specie and precious metals. It would be empowered to 
borrow money and do anything incidenfal to any of its powers and 
it would continue the policy of opening new branches as in the past. 
It may compete more vigorously than at present with the existing 
banks. If it were to continue holding Government deposits though to 
a limited extent than at present it will have to maintain a very liquid 
position and this alone will enable it to maintain the flnancial prestige 
which it has built up out of a long and honourable record of service. 
It is quite fit to conduct exchange banking involving a large turnover 
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of foods into lock-up advances Bat the exigencies of the situation 
demand its continuance as a true commercial bank, as a bank of 
deposit, discount and exchange Its Savings bank department should 
continue It can likewise maintain a separate Industrial Credit 
department where long-term loans can be given to co-operative be 1 s, 
industries and other banka Any additional money needed for this 
businesa can be secnred by floating debentures This must be 
definitely understood as non-commercial business and not allowed 
to directly clash with its commercial business Thus viewed its future 
seems to be that of a big commercial bank combining within itself 
miscellaneous functions of all sorts which would be kept entirely apart 
&om the pure functione of a commercial bank and should on no score 
be allowed to distract the responsible administration of the 
Imperial Bank Enough has been stated to stress the point that 
it would be dangerous and suicidal to turn the present Imperial Bank 
of India into an effective industrial bank or a sole exchange bank 
operating on a competitive basis with tbe existing exchange banking 
institutions 

Gansidenng tbe fact that the most cryiug need of India is the 
extension of modern banking faoilitieb into the interior, the Imperial 
Bank should continue this useful seivice in tbe neai future Wbefher 
subsidised to the amount recommended b3 tbe I Bank Amendment 
Act of 1934 or not it should continue to act as a commercial bank 
and be the acknowledged head of the commercial banking system 
s t and in g ever ready to tap the Central reseivoii of ciedit by rediscount 
mg agncultural, industrial and commercial short-term paper aud 
passmg on these funds to the oo operative societies which would be 
firiwTiftiTig the agncultural industry, the cottage induatries and other 
existing industnea so far as thetr current financial requirements might 
be concerned The greatest ilecessity of India is to have a big com- 
mercial bank extending sound banking facilities in the mofussil 
There la a oonaiderable leeway to make up in this direction of loanmg on 
gold asseta and freely discounting the hundis of the indigenous bankers 
The good work already accomplished in this field must be pushed 
for^vard more vigorously, wholeheartedly and systematically Appoint- 
ing the indigenous bankers as its agents and discounting more freely 
thejr bills, assisting the co operative banks in the matter of their cash 
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(jredits aiid overdrafts as before granting advances to agricnltarists 
against produce stored in its godowns or licenced 'warehouses - and 
lending on pteoious metals, preferably gold ornaments, it can act as the 
premier commercial bank o! the country. Paras. 143, 144, 181, 183, 
185, 263, 391 and 483 of the Majority Report of the 0. B. Enquiry 
Committee amply endorse the above remarks and suggestions of mine. • 
It is indeed a pity that the 0. B. Enquiry Committee as well 
as some of the recent writers advocate that the Imperial Bank should 
continue acting as the premier commercial bank, financing liberal^ 
the co-operative societies, financing indnstries on the lines of the. 
“ Grossbanken*' of Germany and financing of foreign trade- on a 
large scale to secure a breakdown of the monopoly of the exchange 
banks. Such a position would lead to the placing of too many irons 
iu the fire. Specialisation of functions is the keynote to success in 
the modern business field. So it should act as the leading commercial 
banker alone. No undue multiplicity of functions should be 
placed in the hands of the Imperial Bank. A d^iberate 
distegard of this advice would lead to several difficulties. It is still 
occupying a special position as the sole agent of the B. Bank and 
this fact should not be forgotten by the architects who mould the 
future fortunes of the Imperial Bank of India. 
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Thb Indian Joint-stook Banks 


Early Hirtory-Agency Banka of North West Provinces-We 

Sepoy Mutiny— EsjJimgo Banks— The beginning of the Joint-stock Banks under Indian 
managemenfr-Its gradual extension-The locale of the Banka-The bnaineaa of the Indian 
Joint-auick Banka— Some atatietical facta and their interpretation— The Big Pour of the 
Tn^ian MnTiBjr Market— Bank failures— Bank crisis of 1918-16— Causes— Becent Bank 
fsilures— Suggestions. 


Early History. 

The Indian ioint-stocik banking is barely a century old. The prin- 
ciples of joint-stock banking were first introduced into this country 
by the Agency Houses some of which conducted "mixed** banJang 
business. Their primary concern was trade. Of the nature of their 
business something has been recorded already in my book, ''Organised 
Banking in the Days of John Company.*’ Mr. Thomas Bracken, a 
partner in the house of Alexander .and Company, \diile giving evidence 
before the Select Committee of the House of Commons relates the 
History of the Agency Houses thus:' " The Agency Houses were 
chiefly formed of gentlemen who had been in the Civil and Military 
services who finding their habits better adapted for commercial 
pursuits obtained permission to resign their situation and engage in 
agency and mercantile business. They received the accumulations of 
their friends in the Company’s service. They lent them to others or 
employed them themselves for purposes of commerce ; they were in 
fact the distributors of capital rather than the possessors of it. They 
made their profits in the usual course of trade and by difference of 
interest in lending and borrowing money and by- commission. In 
comrse of time carrying on successful commerce they became possessors 


* Bee llie Bdecb Committee o fthe House of Cotumone. Manh 24, 1862, p. 161. 
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of large capital and returned to England. The Agency Houses 
became the usual depositary of a great portion of the savings and 
accumulations of the civil and military services in India.” 


Agency Houses. 

Not all the Agency Houses carried on banking business but 
only a few and the Bank of Hindostan which was formed by 
Alexander and Co. in 1770 had the right to issue bank notes.^ 
But a great many of them performed the three functions of 
(1) receiving deposits, (2) paying drafts, (3) discounting bills. The 
real impetus to the starting of banks was given in the year 1813 when 
an Act was passed removing the restrictions on Europeans settling in 
India. Several banks were started and during the troublous years 
1829-1833 many of the Agency Houses failed. There was 'gross mis- 
management, wild speculation and extravagant living' on the part of 
these big merchant princes managing the Agency Houses. The other 
reasons for their failure are already related in a separate thesis.^ 

The Union Bank of Calcutta and the Agra and United Service 
Bank which arose out of the ruins of the Agency Houses met with 
temporary success but the former bank had to close its doors in 1848. 
The first Bank of Benares also failed ignominiously owing to fraudu- 
lent and criminal mismanagement on the part of its officers.'*’ 


Joint-stoch Banks of the iforth-West Provinces. 

Undaunted by these failures new banks were started in the 
North-West Provinces. An idea of their operations can be bad by a 
close perusal of Mr. Allen’s Minute on Joint Stock Banking in the 
N. W. Provinc.es. But the banks of this period could not develop 
their business satisfactorily. They could not encroach on the foreign 
exdiange business till 1833 as the East India Company considered 
dealings in foreign exchange as their exclusive monopoly. Though the 

8 See my book “ Organised Bai^iog in tbe Days of John Company," Chapter IV. 

3 Ibid. 

* See 0. N. Cooke, “ Bias and Progress of Banki.ng in India," p. 286. ^ 
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Ch«t6r of 1838 deprived the Bwt Indie Compnny o! ite trading inono- 
poly and converted this body of merchant princes into temtonal mag: 
nates yet the traditional attitude of hostility stood in the way of their 
growth. Although these banks had their privilege of note-issue also 
unfettered their issues were small. 

Thh Sepoy Mutiny. 

The Great Sepoy Mutiny of 1857 unsettled the country for quite a 
long time and no bank could arise. But in Bombay, thanks to the 
Lancashire money which poured in for our raw cotton, banks arose 
during 1864-66. However they could not withstand the speculative 
ten de n ciq w of the timf and fared miserably. Even the Presidency 
'RH.nlr of Bombay fared no batter and had to close its doors in 1866.® 

The Exchange Banks. 

At about this period some of the exchange banks were started in 
London to conduct banking business in India and with the exception 
of these no Indian joint-stock banks were floated. The Allahabad 
Bank was opened in 1865. Hardly was quiet restored in this country 
when the exchange trouble began to cause serious loss. The attention 
of the people and even that of the Government had to be tnrned 
towards this pressing problem. Thus in the 19th century there could 
hardly be any serious scope for the advance and real development of 
banking business in India. 

The history of the major Indian joint-stock banks for which Indians' 
have been responsible begins from the year 1881 when the Oudh Com- 
mercial Bank was founded. The Punjab National Bank was estab- 
lished in 1894. The People’s Bank was founded in 1901. The Amritsar 
Bank was started in 19C4. It was in the first decade of tTij a century 
that a serious impetus was given by the swadedu ” movement to the 
starting of the indigenous joint-stock banks. "The prosperity of North- 
Western India increased on account of the opening of the Canal 

B BA my articles » The Early Hiatoiy of the Bank of Bombay, "-baaed on nnpnbUahe'd 
wanusonpt records of tihe Government, ^ho Caloatta Revievy.) 
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Colonies and the development of export trade in wheat rendered 
possible the investment of capital in banking companies. 

Its gradual extension. 

Many large and small banks were established all over the conntrj. 
Bnt these banks were merely considered as investments by which the 
people conld become rich all of a sodden. Bnt their disillosionment 
came dming the crisis of 1913-15 when almost every one of these 
mnshroom hanks was severely pnt to a test. 


Name fbe Sank. 

Heedoffice. 

Psid-Tip ca^- 
taiaakbsof 

Depodts 

Oskhsof Braschea. 



Bnpees). 

Bepees). 


The Bank of India 

The Indian Specie 

Bombay 

1906 

100 

1,109 

3 

Bank ® 

„ 

1906 

75 

270 

... 

The Tnilinq Bank 

Madras 

1907 

12 

99 

4 

The Bengal NaMonal 

Bank « 

Galcntta 

1907 

8 

81 

4 

The Poniah and Sind 

Bank 

Amritsar 

1908 

4 

84 

... 

The Bharat Ivaiional 

Bank 

Delhi 

1908 

2 

7 

... - 

The Bank of 27orthezn 

India 

Bawalpindi 

1908 

1 

6 

5 

The Bank of Baroda 

Baroda 

1908 

30 

533 

... 

The Bombay Mer- 

chants* Bank 

Bombay 

1909 

10 

2 

... 

The Credit Bank of _ _ 

India® 

,, 

1909 

19 

01 

... 

The Ahmedabad Bank- 

ing Corporation 
The Central Bank of 

1 

1 

1910 

7 

28 

... 

” India 

Bombay 

19U 

168 

1,396 

... 

The standard Bank ® ,, 

The IJational Knancing 

1912 

10 


... 

and OommisBion _ __ , 

Corporation ... 

ff 

1912 

11 

oo 

A. 

The Bank of Mysore 

Bangalore 

1918 

20 

130 

7 


All the above banks were started daring the “ swadeshi ” boom 
days and the stimnlns out of the partition of Bengal. Some of these 
f Thf* banks baxe gone info liqnidafian. 
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banks have gone into liquidation but others are still working success- 
fully to the present day. 

The locale of these branches. 

At present tl^e Indian ipinUtock banks are to be found mostly 
distributed in the Punjab, and United Provinces and Madras and 
in tbe Presidency Towns of Calcutta, Bombay and Madras. Eangoon, 
Karachi, Lahore and Cawnpore have a great number of banks and a 
clearing house organisation is set up by the Imperial Bank in the seven 
above mentioned places.^ There are very few joint-stock banks in 
several of the provinces snch as Bihar, Orissa, Assam, the Central Pro- 
vinces and most of the Native States with the exception of Mysore and 
Travancore. Bnt the Banks of Mysore and Baroda are doing credit- 
able services in providing banking facilities for the people of these 
Native States. Modern banking facilities exist in 400 towns ont of a 
total of 2,500. There are many places which go entirely without 
modern banking facilities. A recent writer says that the total number 
of bank offices in 1931 was 906 in all whereas there were 13,000 bank 
offices in Ureat Britain and Ireland, over 4,400 in France, 3,100 in 
Germany and nearly 25,000 in the U. S. A. iWe have one bank office 
for every 387,000 head of population in India as against 4,800 in Great 
Britain, over 3,000 in U.S.A. and nearly 9,500 in Japan. The Beserve 
Bank’s new offices are not included in the abovp list. 


Iheir business. 

Generally speaking these joint-stock banks are commercial banks 
having two functions before them i.e., (o) to develop the money power 
of the people, (6) to provide credit for the various sections of the com- 
munity. Thus their main business is to attract deposits of all 


» Beserve Bank has 6 centres, some of these will not bo covered and this 

eanng work will have to be peifonned by the Impennl Bank or the Beserve Bank's 
organisation or the AiUndia Bankers' Association will have to 
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lands— current, fixed and savings s They finance trade by advancing 
monies, opening cash credits and discounting local or inland bills 
of exchange These banks prefer to lend on bearer securities which 
are quoted on the local stock exchanges and in areas where 
such are not easily available advances are made on piece goods, 
other manufactured articles and agricultural produce like gram or 
cotton stored either in the bank’s own godowns or they take 
possession of the customers* godowns as soon as the advance is 
made Almost all the Indian joint stock banks conduct commercial 
banking and most of their advances are for a short-term period on 
liquid and easily realisable securities Discounting of inland bills is 
not so promment and nothing of the nature of acceptance business is 
undertaken by them Of late, a few of the bigger Indian Joint Stoch 
Banks are attempting to conduct foreign exchange business also but 
lacking such special facilities as rediscounting by foreign central banks 
and the possibility of secnnng cheap deposit money within ibis country 
they cannot hope to compete favourably with the immigrant exchange 
banks conducting business m our country Agency, safe custody and 
internal remittance work form also an important part of tbeir services 
to the custoraeis Unlike the American or the English joint stock 
banks they do not undertake executor and trustee business on behalf 
of their customers ^ Some of the smaller banks lend a small portion 
of tbeir money on mortgages of properties and advance money to 
professional people and the agriculturists and landholders 

In the Punjab an attempt was made to finance mdustnes but it 
proved a failure Even now some of these Indian joint stock banks 
lend on mortgage of properties but such lock up advances form only a 
very small part of the total advances Broadly speaking, they attract 

8 The Genfaal Bank of India has done valnable work in attracting small ssTinga and 
developing Saiings Bank department in conjunction with home safes Other banks would do 
well to devote considerable attention to this aspect of tbeir basineas The institution of 
three years certificates for deposits is another commendable feature Some of the Italian 
banks pursue this method It has reconstructed several Indian industrial firms and helped 
them at tl e nick of the time Tt has opened an Executor and Trustees Company It has 
opened the Depositors Benefit Insurance Co It la helping the NaUve State of Hyderabad to 
popularise its current^ 

9 It is only lecentlv that the Bank of India (Bombay) has determined to conduct 
this kind of business In 1927 the new articles of the N Bank of India were drafted and 
this business was included in the list of its operations 
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fixed deposits for which they agree to pay 4 to 6 per cent, for periods 
above sis months and two per cent, for a minimum monthly bank 
balance say 200 or 300 Rupees. Their rates have been reduced of 
late during times of economic depression. Though there is no 
authoritative statement explaining the nature of their business still 
it can be presumed that they finance the movement of produce from 
the village to the exporting port and handle the movement of goods 
from port cities into the interior. Much depends on the environment 
and the intentions of the founders and the managers of these 
banks.^o 

Statistical information. 

The blue book dealing with banks classifies the Indian joint-stock 
banks into two classes on the basis of the minimum paid-up capital 
and reserve of these banks. All banks possessing a paid-up capital and 
reserve of Bs. 5 lakhs and over are placed in Class A and in B, smaller 
banks with capital and reserves ranging between Bs. 1,00,000 and 
Bs. 5,00,000 are placed. Banks belonging to Class II or B are intnreas- 
ing rapidly. The following table shows the steady growth of their 
numbers and their deposits. 


Class A. 


Class B. 


Year. 

Nnmber 

of 

Banks. 

Capital 
Beacrve 
(Lakhs of 
Bnpees). 

Deposits 

(Lakhs 

of 

Bupees). 

Cash 

Balance 

(Lakhs 

of 

Bupees). 

Year. 

Number 

of 

Banks. 

Capital 
Beserre 
(Lakhs of 
Bupees). 

Deposits 

(Lakhs 

of 

Bupees). 

Cash 

Balances 

(Lakhs 

of 

Bupees). 

1915 

20 

48B 

1,787 

399 

19116 

26 

66 

91 

20 

1920 

26 

1.092 

7,115 

1,631 

1920 

88 

82 

288 

42 

1923 

26 

928 

4,448 

787 

1923 

48 

111 

826 

61 

1926 

28 

1.060 

6,449 

1,010 

1925 

46 

118 

842 

68 

1980 

80 

1,190 

6,820 


1980 

64 

140 

480 


1984 

36 

1.267 

7,677 

1,114 

1934 

eg 

149 

511 

72 


• Adoseperosal of the bulaaco-aheet of these seToral banka will reveal to na that 
th.^ have been roaduoting the following bnes of bnsineas. U) Keeping current accounts. 
(2) receiving fired deposits. (8j discounting inland biUa of exchange andhnndis. (4) advanc! 
ing money on seountiea end Government paper, gold, joint pronotes, goods, fired deposita 
® aotmgas agents, (6) issmng letters of credit, (7) undertaking the purchase and sale of 
^yernment Stocks and shares on behalf of their customers. (8) fo 

their conatituents. <9) holding things for safe custody, flO) remitting money drafts lU) 
encouraging small savings. ® ^ ‘ 
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The proportion of the cash reserve of the ordinary joint-stock 
banks is roaghly 15 to 19 per cent. When compared with other 
countries it is remarkably clear that our banks are maintaining a bighfr 
percentage of cash reserve than other countries’ banks which keep a 
cash reserve in addition to balances in the hands of the central bank 
of issue against their deposits. 


U. S. Member Banks 


Percentage of 
cash resenre. 

... 9*6 

The Lcmdou clearing Banks 


... 11-5 

Swiss Private Banks 


. ... 8-0 

Chartered Banks of Canada 


... 11-0 

(A group) Indian Joint-stock Bonks ... 


... WO 


Savings deposits are being attracted on a large scale by the 
Indian Joint Stock banks. ^e Imperial Bank itself is attracting 
substantial amounts under this heading. Savings deposits in the 
Imperial Bank have grown at a more rapid rate than the deposits in 
the P. 0. Savings Banks itself. But the increase of these deposits 
without a radical change in the loan and investment policy of the 
bank is dangerous. Unless some amount of protection by banking 
legislation is afforded to the holders of these savings deposits attracted 
by the commercial banks the combination of commercial banking 
business with savings business opens the way to abuse and it is high 
time that much thought is given to this important aipect of our 

The steady growth of deposits tokiog place dnnng the course of a decade should be 
notaeed. The proportion of cash held against the deposits must also ba considoied. 
Groat as is the value of the statistical information for disonssion on banking it must be 
acknowledged that there is not yet a enfiScient foundation to permit of n complete analyna 
of all flie problems or to anggeat a solution of them. The fundamental importance of 
banking demands an exact knowledge which can only be gained aatisfeelorily through a 
methodical analysis of bank accounts. To acbieve this the Statistical Department should 
be empowered to call in more details of bank accounts for publication in the banking blue* 
boc&. A similar act drafted on the lines of the Jalpaiguri Gardena Act of 1912 is hecesaaiy 
to empower the officers to collect bank atatistior. See also the remarks of the Bowiey 
— Bobertson Committee Beport which fully endorse the above view. 

Ihoagh controlled by a foreign bank it is an Indian Joint-stock bank regiateted in 
the country. 

u See W. B. Burgess, "The fieserve Banks and the Mdhoy Market,” p. 86; as for 
the item of Indian banka see Banking blue book. 
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taking riln«lioi.. K h » pKjr C- B- En9"iO' Committee 

even does not sludy this aspect of situation. 


The liig Four of the Indian Money Market. 

Head and slioulders above the rest of the Indian joint-stock 
banks stand of course the following four banks which can appro- 
priately bo termed " the Big Four ” of British India : The Allahabad 
Bank, the Punjab National Bank, the Central Bank of India and the 
Bank of India. Their present-day importance can be measured by the 
fact that their combined deposits in 1925 amounted to an important 
proportion of the total deposits attracted by the Indian joint-stockbanks. 


1025. 

Paid-up capital. 

Besenre. 

Deposits. 

Cash balances. 


Bs. 

Bs. 

Bs. 

Bs. 

The Allahabad 

Bnnk'< 

3,550 

5,027 

94,516 

14,798 

The Bank of India 

10,000 

8,519 

1,01,995 

24,284 

The Central Bank 

of India 

10,813 

11,870 

1,89,051 

30,848 

The Punjab National 

Bank 

3,084 

2,587 

70,492 

9,489 

Total 

C8,447 

17,503 

4,06,654 

70,369 


If these figures are compared with those of the 28 banks belong- 
ing to the first category of the joint-stock banks which possess more 
than Rs. 5 Lakhs and over (capital and reserve) their strength can be 
easily detected. 


Paid-np cnpilal. Bessrve, 
Bs. Bs. 

28, banks total 0,73,000 38,094 


Deposits. 

Bs. 

5,44,930 


Cash resencs. 
Bs. 

1,00,955 


Thus they own roughly 50 per cent, of the total working capital 
of these 28 banks and they have attracted nearly 3/4ths of the total 
deposits and keep roughly 4/5ths of the entire cash reserve kept by 
thesse 23 Indian joint-stock banks.'® 

It is indeed a pity that the banking blue book does not give 
greater details with reference to the assets of the joint-stock banks. 


“ Seethe Anneal Report cf the Controller of Cnmncy. 

“ See Statistical Tallies relating to Bants in India fiathlsaiic). 
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Loans, discounts and investments are not mentioned so that the 
liquidity or non-liquidity of the assets cannot be easily grasped. 
Nothing can also be stated as regards the proportional amounts under 
the different operations. The investment percentages would be of 
value and in the absence of any details with reference to these any 
comparison with foreign banking institutions cannot easily be under- 
taken. As no detailed analysis of the loans has been made it cannot 
be stated how the lending of credit is done. Unless the proportion of 
discounts, unsecured overdrafts, advances on goods, advances on book 
debts and advances on securities to the total advances of the bank are 
known it cannot be inferred whether they are wise or cautious in the 
granting of credit. 


Bank failures. 

In spite of the fact that the existing joint-stock banks have been 
progressing slowly there have been occasional failures. They are 
inevitable in an unco-ordinated and decentralised banking system 
where banks which have committed the mistake of locking up 
funds in slow assets ” fail to secure any help. The selfish policy 
of each for itself heightens the gravity of the situation. Such failures 
are constantly happening even in the organised banking system of the 
U.S.A. where the State takes direct control and interest in the banking 
institutions of the country. There is great co ordination existing 
among the different banks and their clearing houses are active 
institutions interested in the prosperity and growth of their banks. 
But bank failures are of daily occurrence. * Dr. 0. W. Sprague 
says, “ I feel that the problems of these inferior banks are of the 
utmost importance for the satisfactory functioning of our banking 
system. The number of bank failures in these sections of the country 
ha s been enormously large. All the bank failures were failures of 
member banks and were of institutions that were heavily indebted to 
the F. E. Banks. These seem to me to be matters of the utmost 
importance in the conduct of the F. E. System." While bank 
failures may be incidental occurrences a long series of bank 


18 Quoted from the Evidence before the Stabilisation Committee by Peel, tbtd, p. 308. 
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.B Btjled » or.™ " ^ on™ 

..Mg0«te"aBj8 0lp«ucwhM.tb«0 BTonW bo gonBral deBtaohm 
Otoreart ana Hm moBt ojinplBtB mtettnpton of itB banking faoUilaoB 


Banking Crisis of 1918 1916 

Most of the “ Bwadeshi ” banks were viewed mth jealousy and 
diafavour and the older banks refused to lend a helping hand m tames 
of trouble As Lala Mnlbraj says, " The political history of India 
got repeated in the attitude of these banks tov^ards eaoh other ” The 
Official Committee of Lahore which was appointed to enquire into the 
causes of bank failures in the Punjab writes that “ during the crisis 
there was no co operation between them and the Pingli^ Banks or 
between them and the old fashioned Indian banka ” Lala Harikishen 
Lai says that the old banks brought the new ones to trouble and 
did then best to eliminate the newcomers ** Lala Mnlkraj says 
there were formidable forces arrayed against Indian banking in 1912 
*' A destructive genius in the person of Bai Bahadur Mulraj arose 
(0 destroy all banks— good, bad or indifferent He employed all forces 
that could be commended for destruction Tongue and pen were both 
used freely and a religious paper was got under control and converted 
into a weapon for the financial rum of the country This fright 
created mistrust and a run upon Indian banks commenced *’ The 
Presidency Bank of Bengal refused to lend even on Government 
security m spite of the favourable recommendation of its Lahore 
branch " Official opinion,'* was distinctly hostile to the “mushroom 
banks which were not created in nght earnest “ 

Whatever might be the reason there was a widespread failure of 
these banks durmg the years 1913-10 Of all the banking crises 


SeeQ F Shicras, * Uemotandom onBankiog,* p 6 

IbdasWal 

« eariydayeof banfaag « Fogland rffte counfey banks faded 

t.ere 486 bankrnptoiea in 1726 466 » 1227 and 838 in 1728 Sewtal connfay bwite 
f “7“ “..“totaMaBmg ...gu, ™,a.iaiss5 
Moompetent banks conhoned Tn fta 17 8 A 
abwt 6l7naW banks laded donng the year 1363 to mi About 48 National Banks 

f.«eddun»6393itoM83 See the Eeport of the ContabBer of Ourraaqy 
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Which India experienced that of 1913.15 was the most disastrous one 
nnng the year 1829.32, in 1857 and 1863 to 1866 there were indeed 
Kveral bank failures and much capital was lost durin- these til^ 
the cnses of 1913-16 « no less than 31 % of the total paid-up capital 
the Indmn jomt-stock banks was lost. Many of the depositors Le 
rained. The Indian people have again to be educated in banW 
busmess and the banking habit has to be created afresh. This 
widespread failure gave scope for the statement that " Indians are 
incapable of managing joint-stock banks. Pandit Madan Moban 
Malaviya gave a crushing reply to this malicious charge. Such failures 
have occurred in all countries and they are indispensable concomitants 
to the early era of joint-stock banking.^o Indian banks have failed 
even though they were managed by hlnropean managers. According 
to Lala Harikishan Lai ** there are four dozen banks managed by 
Europeans which failed in this country during the last hundred 
years.” 

A close study of the causes for their failures will reveal the fact 
that mismanagement due to inexperience in banking affairs accounts 
for most of the failures. The Official Committee of Lahore says all 
” the evidence produced before na insisted on the want of busmess 
knowledge and inexperience in company promoters, managers and 
staff as a primary cause of failure. There were few competent 
managers whether of banks or indnstrial concerns. Consequently 
egregious blunders were committed and some of the so-called 
diriionesty seems to ns as due to anxiety to cloak losses." The 
inexperienced directors were unable to do their work properly. The 
ignorant shareholders could not sa^sfactorily exercise their rights and 
duties. 

Most of the directors that were elected to supervise the manager's 
work and help him with their advice were wrongly chosen and they 
were eaaly led away by the opinion of the managers. There was a 
story current in the Bombay trading circles that the director of one 
bank did not know English and* when the proceedings of the Board 
were being condncted in English be simply joined the majority on the 
important questions he had to decide. Such kind of " dummy 


» Tide t1>e tiinoritj Bepoii of the Indian Zndastnal Gommiaaion. 
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directors -could never influegtielly dictete the bankiDg poliq^. Of 
course, we had. no gqinea-eig directors but still the first tetehof 
director of the Mpn joint-stock banks knew little of this banjnng 
basiness conducted gn tb? joint-stock prindple These directors 
were no doubt successful merchants or were men distingmshed in' one 
wsifc qf b’fe or other bnt the naerp fact that they have managed one 
kind fif businoss successfully is no guaraotep of their ability to work 
aBdiwotorsofaioint-atock bank. Besides there was often times no 
qoaniRiity in the working of the Board of Direotprs. The existence of 
fpctions spirit marred the proceedings and led to acts of dqubtful 
wisdom. 

The msnagars of the banks vfpre incapable men and had very 
little knqwiedge of banking theory. No doubt they were men of some 
avppr^f/uv* bat an efficient m.anager of a joint-stock bank should possess 
these sterling qualifications to make his bank a siicoessfp) one.^^ Jt 
has been stated that these managers were dishonest and selfish bub 
Balak Bam Pandya^ auditor of accounts, Lahore, refutes the charge 
emphatically.’^ Lala Molraj, the manager of the Loaba Bank 


s> Tie fint acknowladged dot; of the back directon U to Bee tbei the fands of tbe 
bevik axe tatelj emplojed. They aboald be men posseasiog niiablo knoirledgo of aocouota 
boBiiteaa apd genoral parking polip7 of ibe bask. They aboald not Intpcfere tqo 
iritb ike adminisbraUre rontlne of fbeoiBce. wagt reaSn that tpf 

ppioion ia entitled to gnat wcd^i but at aame t&ne they aboald not be catried ivay 
bybiimabea. They should bare tke. nonl ooange tonfnae better terms to adincfor 
than an ordlnaty bononer. 

ft /tceordingto Georgs Rse " tfa§ bank manager sbopld posses^ tbe follptflqg qaali- 
fications. !rhere aboald be total abaeoce of biae—nligioaB, politiral or social in bis mind. 
He ebonld be qoidc enongh to pensive any obaage tn tbe e&cnmetancea of tbe cnatomen. 
Tiwn sboidd be no beaitatiag, d.nbioaa and oapricioaB manner. He s^ald Ipp j^Krr iadb- 
lent. Wfaenever bp is ;n doobt aa to ^jbe safety of a tnnaaotion be ahpnid givp bank 
tbe benedt of donbt. Be aboald never §y u|q a paseion of b^ndy vrorda yiritii coa^mi^tp. 
He abonld see that all enatomera ere toasted teapectfolly {jy b>.a f^c^. In fb^be 
aboald not tolerate apy insolence of oSbce at hfs '* bank." Many of oqr bank d{,| 

not pg&eesa these eeaentiql qnelificatione. 

5 Tn faja evidence before tbe Indian bdoatrial Commisaion be says, ''w^en yp cp^|. 
paw iba bank qsd indnattial failom in itbp Pos/ab with ajmflpr ineidento ip fitbfr 
ooDBtries ve an astonisbed at tbe oomparstively small prep<^nof capes iq 'vvl^ 
fsilntes in car paaeweredne todisbcneaty or aelfisbneas. Tfaepiieevve hayepai^ for. .oar 
mexperience ia nndonbtedly heavy bnt it » by no ipeana beavfpr t^n Tfbat ptl)pf ^p(riep 
paid before na. If va bave learnt the leseon wbfoh tbe disastera gf Ipa^ feif eg 
impiearively teaobtben issnrdy acxoom for deapondenqy." 

30 
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testifies to the integrity of the staff in the following language : “ as for 
their integrity I may mention that dniing the ten years’ life of the 
Puniab Co-operative Bank out of a staff of eleven officers only one man 
was guilty of defalcation of a few hundred rupees.^^” 

The Indian sharholders of the joint-stock banks never performed 
their duties properly. The shareholders should realise that they 
are copartners with many others. Their duty “ is to put the saddle 
on the right horse and see that the officers of the bank are doing 
responsible duties in right earnest. In no case should they entrust too 
much power to their manager. They should not place too imphcit a 
oonfidenee in their salaried staff to acquiesce in their doings. Again 
many of them were not in a position to scrutinise the balance sheets of 
their bank and climb over " the balance-sheet dodge ” as it is styled. 
They did not choose their men well. The secret of banking success 
lies in choosing the best men and trusting them completely. 

Some other causes undonbiedly hastened and accelerated the 
downfall of these banks. The difference between the paid-up 
capital, subscribed capital and authorised capital ” was acting as a 
handicap from the beginning. As the law did not check this 
malpractice they took advantage of this fact to trade on the ignorance 
of the public who were unaware of the difference between the three 
lands of capital. To curb this malpractice a heavy stamp duty, has 
been recommended by J. M. Keynes but this would undoubtedly, 
penalise the sound concerns which Tt^ish to conduct joint-stock 
banking. In addition to this every bank shonld be forced to have 
a certain amount of minimum paip-up capital, say Bs. 50 , 000 , 

- 3* See hie evidence befota the I. L Commission, the PoDisb Volnme, p. S90. 

ss George Bee enninerates the following duties of the tbere-bolder : " he shonld make 
no line of bostBe remuk against the baokin times of ran. Whenever he bears a had 
mmont he shonld in the first instance oonvej it to the manager. He should not give 
eaxieaeyto any calomay his bank. He shonld be the gnerdian sad police of 

credit. EBs duty is to stand by his bshk in times of psaio. He shonld not sell 
the bank shares at the time o! a psaio foe he would become e hell-wether followed Iiy^ » 
score of Oieep like lamself. His duty is to incresse the bosiness of his bank and bring 
more onstomew to it”— Vide the " Ooantty Banker.” 

■- « See Keynes, '* Indian Gnrrency and Knance,” p. 288 : " The 8te»P 

be pioporlaonsl to nominal capital. He instances the esse of e comic opera bank registered 

-in'Csicntte- in 1910 with about Bs. 2,00,00,000 or without having any paid-up capitnl of 
its own. 
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brfore It ««mi«.oes ite bmxm. ■' While the paid op cepiW ms 
small the meiaenoe d cost was Teiy high Inbaral edanea, 
travelling and halting allowances and high commismonB to agents an 


canvassers were paid. 

Some of the banks contracted the practice of lending money on 
their own shares The failures of the first Benares Bank and that 
of the Credit Bank of Bombay are attributed to this practice It is a 
matter of great satisfaction to see that the Impenal Bank is not 
allowed to lend money on its own shares, though they may be taken 
up as an additional security for covering loans The Charters of the 
Swiss National Bank of Czechoslovakia, the Reserve Bank of South 
Africa, the Reserve Bank of India, the Bank of Spam and the Impenal 
Bank of Japan forbid them from making any loan on the secunty 
on their own diares or purchasing the same 

In some cases there was no stnct auditing of the accounts It 
was a mere farce and ** the auditor who was either a creature of the 
manager or a pnncipal of the fraud was lax m his duties and connived 
at the bad practices of the managers ’* The auditor should be 
a man of much experience in the science of book-keeping and the ana- 
lysis of accounts His mam duty is to place the facts as they appear 
to his l^hts He should be '* the detective of the shareholders who 
should keep a vigilant eye on the directors always ” They can exer- 
cise real control over bank policy by frankly discuBsmg the different 
accounts with the management of the bank and refuse to give a clean 
certificate if the management is not carefully done The auditor 


n Snoh B role exists in the Canadian banking system The mimnniin acquired 
capital IS $600,000 of which all mast be snbsenbed and one half paid before the 
commences its basmess 

*• In the case of many of the Fcnjab banks the capital was seldom bigger 
4 or 6 IsUu The People s Bank bad nearly 60 branches The result was that the money 
cost them at 12% 6% thqr paid to depoaitora and their expenses amounted to 6% on the 

widence of Lala Damodardas Vdume 5, the Indian Indnatnal Commiesion, 

*» Bee Sir C H Kiach The Central Banka See appendix 1 Sommary of the 
Ohartera of these banks 


» See the evidence of Lala Damodar Baa • The Bank of Peshawar and the 
bailee abeeta and this is rendeied possible becanse the 
Mditorswhoanditedthe acconnts were not real anditore m the tme eenee of the word 

■iney were merely aeconntantB Fidep 258 
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should see that the directors aik not nursihg and gtowing accoiihts 
year After year long after they have becoide doubtful. This is the 
grim skeleton in the banking cupboard and the auditor shoflld exno&e 
it to the shareholders. 

Some of the banks indulged in speculative coihmitmefits.ai 
The rddian Specie Bank’s purchase of silver and its attempt to corher 
silver Became a miserable failure and soon led to the dosing nf its 
doors. This was one of the factors which brought about its downfall. 
It had rohghly silver worth £3,000,000 on its books when it closed its 
doors nn Ist December, 1918. 

Mahy of thb banks were performing quite the opposite of commer- 
eial banking bhsiness. Instead of making all theil: assets easily realis- 
able or keeping them in a liquid shape they locked up their fiinds So 
that they were no longer quick assets.” What the commercial 
bhnk should aim at is ” immediate convertibility.” All the short- 
dated deposits can be demanded at any time and it is unwise to invest 
them in long-dated loans to industeial compauies.^^ The Bank 
mah&gers failed to realise the vast difference between ” immediate and 
ultimate ” convertibility. The substitution of the latter for the 
former mehns the question of life or death to the bank. They sacri- 
ficed the ^nciple of liquidity which should be borne in mind by 
every banker. Instead of constantly controlling the liquidity of the 
resouhces dtiring short intervals by frequent general inventories with 

greatest care and instead of keeping a proper composition of secu- 
rity and holdings ih their portfolio against their total obligations, they 
locked up their money in ” slow assets.” According to Dr. Reisser 
** the security and maintaining of the liquidity of the assets is a most 


The excesnve loans mado to the cotton-ginning feotories were ptnperiy apeaWng 
S^eenlation.’* The Hindnstan Bank of Lahore granted loans to the Ponjab Mnsical Aeso- 
datioD Ltd. (a theatre with no capital) and to the Panjab Bros, and Co. (a speonlahVe shop 
in NarachO. the Industriel Commission Report, Vol. V, p. 254. 

a Both the Ponjab National Bank and the Co-operative Bank lent abont 10 lakh^ 
fc single gentleman who started a network of ginning cotton factories and presses and prt 

Z mObmj n>a bdUiiv .rf »• liq-ia-lor. 

hnihtniniTwn. Hma-Ul tad, a» nOmM ot I* 

Damodat Das, Volume No. 6. the I. L Commission Beport. 
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essential task incumbent on the banker. Indeed in view of the 
variety of claims made on the resources of bankers and of the multi- 
tude of aims formed by them it is one of the most difficult problems 
of banking policy. It is all the more difficult since the establishment 
of the right proportion of the so-called quick assets to the liabilities, 
specially obligations falling due at any time or within a certain period, 
does not always depend solely on the will and discernment of the 
bank. Possibilities have to be reckoned with for instance that the 
issue of new shares required to restore the necessary liquidity of the 
bank’s resources after a great increase of business is impossible during 
bad or critical times ; that consequently its assets would be tied up just 
at the very moment when it might be called upon to realise general 
embarrassment by proper intervention.^s Several of the “ swadeshi ” 
banks ware not in a hopelessly rotten state and this can be proved by 
two facts. The survival of the Punjab National Bank shows what a 
capable Indian directorate and staff can do under trying circumstan- 
ces. Some of the liquidated banks paid the depositors in fnll.^'^ 
Most of these Indian joint-stock banks paid a very high rate of 
interest to the depositors. The Bank of Burma undertook to pay 6% 
on deposits. In order to earn this business out of the banking 
line had to be conducted and this precipitated its downfall. In the 
Punjab there was a regular competition to secure deposits. In order 
to induce several widows and orphans to deposit their money banks 
agreed to pay 3% under various pretexts.®* They had to lend at 
a very high rate of interest and lending at a high rate they could not 
have good security. Buinoue rivalry produced by competing deposit 
rates force the banks to entertain illegitimate business. 


» Bee Dr. R. Beisser, "The Great Gennea Banks, ” Atnericaa National Monetary 
Gommusion Report. 

« The Marwar Bank and the Pnajsb Cooperative Bant. The liquidatom of fte 
People’s Bank were able to give more than 10% dividends to ila oreditois but the shareholdera 
were not paid anything. 

'« If the depouts belonged to minOra, widows tor orphans or chatilalile inatitutiona 
t ay would give 8%. While the Bank tof Bengal rate was on the average about 4% 
the Punjab banks did not cate .to regblate their rate W deposits in conformity with the 
standard rate. Oh the Bombay side hbwev* the deposit ifctes were govemtod by 'the Bank 
01 Bombay tate. 
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In some cases, notably two or three, banking bnsiness included 
" medical attendance and coach-building.” The Hon’ble (now Sir) 
T. Smith of the Allahabad Bank says, “ an institution has no right 
to be called a bank which undertakes coach-building, ekka repairs, 
medical attendance, the mannfacture of soap and oil and certain 
things as machinery or engages in trade or manufactures of any sort 

even though it be stated as follows:—' the leasing, hiring and 
purchasing of all commodities and substance which can form the 
subject of purchase and sale.* " The bankers ’ profession is to 
take care of the community’s floating cash and to turn it to good 
account, that is to make it productive, partially by placing it at the 
disposal of others engaged in prodnction. 

The Presidency Bank of Bengal did not realise its function of 
being a residuary trustee and banker’s bank. Perhaps as Eeynes 
suggests, “they were not strong enough to support the whole burden." 
Their apathy towards the struggling Indian joint-stock banks has been 
vigorously criticised by the Lahore Committee in its evidence before 
the Indian Industrial Commission.®* 

Some of the Indian joint-stock banks were got up to satisfy some 
transitory caprice and did not arise to satisfy the legitimate banking 
and trading requirements of the people. In the city of Bombay some 
banks arose in this way because the powerful magnates who were not 
included in the directorate of a bank got up another one under their 
patronage and were thus the creation of interested parties. It bas 
been suggested that “ the jealousy of the escbange banks is responsible 
for the failure of the Indian Specie Bank." This bank under 
the able guidance of the late Gbnnilal Saraiya opened a branch 
in London with a view to facilitate its business in pearls and 


3* See his eridence before the lodien liidaetriol Commission (the U P., Volume I, 
end endenre before the Cfaamberloin Commission). 

3f Mr. W. S. Thatcher complains that this is no valid explanation for bank fsilnres. 
gee his review of Wadia and Joshi. '* Money Market in India.” Economic Journal. 
IiondoD. But he has foiled to underatand the character of the 1013 banking crisis It teas 
a profperiiy crisis and aa in the 1007 banking r-risiB of the U. S. A. if proper help bad hem 
rendered there might bad been no failure on the part of .the solvent banks at iesst. B i« 
on acconnt of this reason that Indians feel so keenly the lack of sympathy on the part of 
the Bnropean banka of that time. 
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Bilvet. The esshange banks resented competition in the 
exchange basiness and the rate^atting that ensued is held xesponaWe 
for its failure. But as a matter of fact its epeculative purchases 
of silver and the refusal of the Government of India to buy the v?hole 
of its Sliver at its hands precipitated its downfall. The bank also lost 
heavily in loans advanced to jewsUers and the hadla business of Pazul 
and David shares. 

In some of the Indian jbint-atock banks the bank ofaciale took 
too much of the loanable credit and invested it in their own enter- 
priflas. The failures of the Lahore Bank and the Industrial Bank 
wem due to this fault. The Bank of Burma failed in 19X1 and out of 

a total working capital of 1 crote 19 lakhs it advanced 1/8 of it to a 
drm lu which the directors were interested. The locking np of too 
great a proportion of the bank's funds in one industry is a grave evil 
and this was not heeded by the European mauagesr of the bank. I9o 
bank ought to commit the fatal mistake of ' placing all its eggs in one 
basket.'* It must never get itself entangled in one or two or three huge 
and overmastering accounts for the smashing up of such a big oustomer 
would spell disaster to tbe bank. During the course of evety>day rnn 
of its bills, advances, overdrafts and investments some bad debts may 
be created here and there but these will not be a matter of serious 
eoooero. A bank must be careful in distributing ** its risks ” as 
Dr. Beisser puts it. 

Escessive interconnection and the interdependence of banking 
and industrial concerns under a board of common directors as in tbe 
case of the Punjab Companies is frat^ht with harmful results. Tbe 
Eangpore Bank was sterted by the Directors of the Bangpore Tobacco 
Company in order to secure cheap loans and the Bangpore Bank gave 
loans to this company which was not earning any profit at all.*® Thus 
the bank directors stood as bath creditor and debtor in the same 
person. This is only one illustration of the nnbnsinesslike way in 

« Of the totel edvances of B*. 1,07,00, OOD-M-J we find that no leaa a snm than Be. 
71,78.687-lM lave been advaawd to cojjjpaaies or other cwcenjs in whhdi certain dixectora 

of tiie bank bare been inteieated ejUier e« iad/WdaeJ directors or as jdat bonowera. See 13ie 
Sqaidaton lelatuoir Pwpb’a Bank, Appendix VHI, Memorandum on 

Betkbg. 

® See evidence bafon tte 3. 3. CommisBion, ibe volnine nlating to nsy ufn] 
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which loans were granted. It is always an unsound financaal principle 
that lenders and borrowers are to be the same persons. 

Some of the Indian joint-stock banks started with enormous 
nominal capital and they combined high-sounding titles with it so as to 
mislead people as to the actual strength of their institutions. A recent 
instance of one bank making " an honourable imitation of the name 
of another bank ” came up for judicial enquiry. Mr. Justice Mulls 
refused to permit the defendant bank, i.e., the National Bank of*° 
Indore, to carry on business under that name. 

Most of the Indian joint-stock banks did not maintain adequate 
cash resources against their demand liabilities. The percentage of cash 
to the liabilities was only 11% and in some cases it was lower than 
this. The exchange banks and the Presidency Banks kept a much 
higher percentage of cash against their liabilities than this 11% (see 
the statistical tables relating to banks in India, 1930). Frankly speak- 
ing these Indian joint-stock banks have not understood the problem 
of banking business. As one eminent banker says, " If the banks 
were to keep in cash all the. money deposited with them a general 
failure and collapse would follow after a period of overstimulation. 
Between these extremities lies the middle course the finding of which 
is the problem of banking.’* 

In some cases dividends’ were paid out of the deposits that were 
coming into the bank for the capital of the bank had disappeared long 
before this time. The balance-sheets of some of these Indian joint- 
stock banks were very good instanjes of window-dressing. Some banks 
manufactured blooming balance-sheets showing a large amount of 
assets whereas these banks were really working at a heavy loss. The 
practice of paying dividends when they were not earned was not 
given up.*^ 

Such and similar instances of mismanagement and lack of proper 
organisation of the banking business can be quoted but the *' two 
primary causes that led to the collapse of the banks ” are (1) the 
inexperience and the defects of the machinery inevitable to the setting 


« This bank went into liquidation on Irt April, M26. 

U See the Evidence of Bai Bahadnr Lala Damodar Das before the 1. 1- Commuasai, 
Vblame 5. para. 226. 
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up of a new venture. The lack of palliative itself or remedial action 
such as Government itself or quasi-government agencies, f.e., a state- 
supported provincial bank might supply."*® 

Again the practice of mutual drawing of accommodation bills 
between the various banks which they meet with in the foreign money 
markets would have been of some help to the sound and solvent banks 
in the hour of their trial. 


Recent bank failures. 

Though there was a brief respite during the years 1918-20 when 
the mortality rate of banking companies fell to a low figure still from 
1922 there has been an increase in the number of bank failures. The 
following table indicates the number of failures and the amount of 
paid-up capital lost on account of these failures : — 


Tear. 

Number of failnree. 

Total paid-up capital 
of these banks. 



Bs, 

1910 

18 

4,22,901 

1917 

9 

26,26,914 

1918 

7 

1,46,185 

1919 

4 

4,02,787 

1920 

8 

7,24,217 

1921 

7 

1.26,829 

1922 

15 

8,29,991 

1928 

20 

4,66,47,326 

1924 

18 

11,28,628 

1926 ' 

14 

8,98,146 • 

1928 

13 

23,11,717 

1930 

12 

40,69,644 

1984 

30 

6.22.658 

See tbe Evidence of the Official Committee of Lahore before theT, I. 


31 
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The most important of the recent bank failures is the failure of 
the Alliance Bank of Simla in April, 1923.‘*s It X7as first started in 
or about 1875. It was an Euglidi-managed enterprise from the 
beginning and most of the depositors were Government civil and mili- 
tary oflicials. Due to their support the bank had a very successful 
career from the very beginning and in order to cope with its increasing 
business more capital was called in and more reserve accumulated out 
of the profits.’ The number of branches began to increase steadily. 
The amalgamation of the bank with other banks as the Punjab 
Banking Co., the Delhi and Xiondon Bank and the Bank of Bangoon 
contributed much towards further increase of its capital and about 37 
branches were established by 1920. It conducted foreign exchange 
business successfully and was regarded as one of the premier Indian 
Exchange Banks. To economise its expenditure and its London busi- 
ness the business of Hessrs. Boulton Bros, and Company was absorbed. 
About 1922 the late Sir David Yule had to visit India and reorganise 
the business on a sound footing but nothing could be done to avert the 
impending crash brought about chiefly by locking up money in sub> 
sidiary companies started by Boulton Brothers. The unregulated state 
of banking gave free scope to the bankers to pursue the wrong path 
and the Alliance Bank of Simla had to close its doors in April, 1923. 
(See the Statistical Tables relating to bt^ks in India for 1923, p. 33.) 

It is apparent that the lives of the dead (banks) have not been 
studied in detail and the lessons of their failures have not been learnt 
and unless right inferences are properly drawn from the historical 
survey of the banking crisis this tale of banking disasters would be 
repeated afresh and Indian banking would have to pass through such 
disastrous periods till the lato of survival of the fittest would operate 
remorselessly and the few but perfect banking institutions alone would 
remain in the field. The utility of banking legislation at this stage of 
banking progress opens a wide subject which will have to be dealt 
• with in a detailed manner in a succeeding chapter. The present-day 
difficulties and their future position are referred to in the next chapter. 


O The carrent aeconnt and savings banlt balances ivitli tbe bank amonnted lo IB 
msna on 80th June 1S22 and by April 1923 they had fsUen to 8 cnaea of wpcea 
and tbe abatea of the bank were qnoted at preminin on tbe Calentta Stock Exdjange. 
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Suggestions for improvement. 

AltboTigb tber© is great reloetance on the part of the Indian joint- 
stock banks to lend against mortgage of real property and factory 
bloofe they ought to lend more on personal aecurity of customers. 
Both the bigger and smaller banks ought to imitate the practice of 
granting personal loans to the borrowers on the strength of wages as a 
basis of personal credit. Mr. G. B. Mitchell of the Kational Cify 
Bank of New York says that by means of personal loans “ comprehen- 
sive banking service is being rendered to people of all classes.'^^ These 
iQfttip are made at 6%. Increa^ng number of our banks can make 
these ''personal or character loans.” 

The bigger Indian loint-stock banks should play a more nsefnl 
part in the financing of the internal trade of India by undertaking the 
acceptance function. The charges for inland remittance should be 
reduced to as low a figure as possible. Instead of financing specnla- 
iive investors who dabble on the stock exchange they ought to extend 
their business into the interior of the country and this would not only 
lead to the " popularising ’* of banking business but &ey would tend 
to standardise the inland instruments of exchange and inculcate better 
business methods and banMng habit in the minds of their customers. 
A greater use of bills of exchange has to be insisted upon. This would 
lessen their dependence on Government securities. Much can be done 
in this- direction by the reduction of the stamp duty and the Govern- 
ment consenting to act as drawees in case of all supplies secured by it 
from local manufacturers. Such bills can be easily discounted by any 
of the joint stock banks and the Central Bank of the country might use 
them for currency purposes.*® 


** See the SIbntbly Labour Review, Volume XXXT, No. 6, Nov , 19D0. 

« Thu prisdple of using these bills as nserres for new oarrenoy opens up gredt 
possibilibies of financiug useful public worln With new money instead of borrowed money. 
But the Government should be cautions in the rotijuBjent of these long-dated bills. The 
iniUal cost oi the Government would be high for the banks would charge a high discount 
on these long-dated bills. The Government aeceptances lepresent real values received, from 
suppliers arid can be negotiated at the onrienoy office (so long as it is separately maintained 

and not amdgamated with the Reserve Rank) for new notes for limited periods on fixed 
terms and this woffid constitute a cheaper method of finsuce than the Treasury Bills 
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It is the duty of the banks to develop trade acceptances in lien of 
open accounts and if merchants give preferential terms to purchasers 
willing to accept such bills instead of opening credits banks in their 
turn ought to give preferential rates to these merchants in the matter 
of discounting these bills as compared with those merchants who wish 
to borrow on overdrafts. The 0. Bank would have to give preferential 
discount and rediscount rates on bank and trade acceptances. This is 
how trade acceptances are being popularised in the Dominion of South 
Africa as a result of the recommendations of the Eemmerer-Visseiing 
Committee. 

The smaller Indian joint-stock banks which are merely loan 
agencies must tend to educate the local businessmen to have a banking 
account, aspire to collect the maximum amount of surplus balances 
from the community and act as the intermediaries between the C. 
Bank and the local businessmen. They must make special efforts to 
entice the small depositors. They can educate the local people by 
undertaking to buy and sell the Government and stock exchange 
securities and thus create the investment habit in the minds of the 
locally rich people. The sale of gold and silver bullion would increase 
the scope to secure greater profits. A certain amount of push is 
needed to strike out new avenues for the profitable investment of their 
capital, always bearing in mind that it is " other’s money ” that is 
being lent. It is in this direction that their salvation lies and the 
reduction of capital on the part of the smaller Indian joint-stock banks 
as has been done in a few instances is a tacit admission of inability on 
their part to conduct sound banking business. The Erode Bank of 
Erode, the Coimbatore Union Bauk of Coimbatore, the Bangalore 
Mercantile Bank of Bangalore and the Mercantile Bank and the 
Commercial Bank of Vellore have reduced their capital during the years 
1924 and 1925.*’ This is not the real solution. Even loans on 
personal ornaments are advisable for the saving and banking habit can 
be inculcated thereby. 


46 Lending on procione metals fpreferably gold) is on the increase. This is indirectly 

tending towards the spread of the baabing habit and they are becoming familiar with Uie 
monetary policy of the banka. 

« See the Statistical Tables relating to Banks in India, 13tb issae, pp. 14, 16, 16. 



245 


INDIAN JOIKT-STOOE BANKS 

There should be courage in developing this das? of business out- 
lined above which will not be remunerative at 0r8t. The interests of 
the shareholders would be very important but these must be prepared to 
undertake certain sacriBoe and face loss for some time to come but even- 
tually it would poy them amply. They should not concentrate their atten- 
tion solely on the declaration of mere dividends but place greater sums 
into the reserve fund and provident or pension funds and special depre- 
ciation funds or branch bank reserve fund. These banks must become 
instinctively national institutions endowed with the trust of the 
community. This they can never hope to secure unless they extend 
the range of the facilities offered. The use of vernacular in the daily 
routine of the smaller banks can be advocated in spite of initial 
difficulties. This is the only way of eliminating the domineering 
foreign element from the banks. A proper geographical distribution 
of the banks or their branches is needed in the interior of the country 
under the aegis of the Beserve Bank of the country. An attempt 
should be made to develop bill discounting. The present-day depend- 
ence on Government secorities is detrimental to their interest. 

The amalgamation of the smaller banks to form major units is the 
main remedy. If such a policy cannot be ushered in the one of 
forming ** Sommanditen ” or a working agreement with the smaller 
banks and the other indigenous bankers would provide the needed 
outlet. The creating of efficient banks capable of undertaking the 
Buaaciag of internal and external trade at the same time should be the 
main endeavour. 

The starting of a separate banker's association for creating an 
esprit de corps and thrashing out all the problems of the Indian joint- 
stock banks is needed. Membership in the All-India Banker’s Asso- 
ciation is no doubt an essential thing but herein problems of banking 
versus other enterprises will be disoussed. Hence the immediate 
advantage lies in the formation of the Indian Joint-stock Banks 
Association. The joint stock bants can collect and pool the 
reliable information collected by them or orthers concerning their 
clients. 

The undertaking of foreign contracts by the banking customers 
ought to be facilitated by the Indian joint stock banks. This 
possibility arises when the big commercial banks have foreign branches 
or foreign connections for the benefit of their customers. The Indian 
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textile industry can be helped in the Eastern markets by the commer- 
cial banks. Commercial transactions have to be initiated by the 
business departments of the overseas banks o£ this country. The lack 
of overseas branches delimits any activity of this kind but the above 
suggestion indicates the scope for their future expansion. The joint-stock 
banks can provide cheap and easy remittance facilities to the public. 

Some of the existing legal impediments in the way of granting 
loans on the immovable property of a Hindu or Mohamedan family 
should be removed. Section 68 (/) of the Transfer of Property Act 
should be made applicable to important business centres so that equi- 
table mortgages might be the basis of further loans to customers. To 
facilitate the use of credit instruments hearer instruments should always 
be considered bearer instrnments despite subseguent order endorse- 
ments. 

Above all an economic working of the different branches is needed 
so that a top-heavy administration as in the case of the Imperial Bank 
or some of the foreign banks does not arise. 

Better and more sympathetic relations with the existing industries 
have also to be evolved. 

More efficient joint-stock banks working under the fostering 
guidance of the B. Bank can secure marked qmlttatioe and quaniitathe 
improvement in the field of our credit organisation. An excessive hold- 
ing of Government securities has unfortunately tended, in the absence 
of open market operations of the B. Bank, to cause them grave anxiety. 

The formation of a bank cartel on lines which exist in Prance 
would have to be encouraged bo that the payment of high deposit rate 
of interest can be eliminated. The individual lowering of interest 
rates and current accounts to 1% and 1/2% in the busy and slack 
is to be deprecated. A conjoint action throngh the Clearing 
Bankers’ Association can be undertaken to have a uniform nation-wide 
lowering of interest rates on fixed deposits. Payment of interest on 
current accounts has to be abolished altogether. The 13 B« 5 hange 
Banlffl combined together to issue such a notice regardbg the lowering 
of interest rates. 

Bealising full well that the progress of certain joint-stock banks 
was solely due to the helpful attitude of the Native States it can be 
easily lecoxomended that a similar and definite policy of encouraging 
joint-stock banks ought to he inilaatea. The grant ^ fwa transfer of 
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funds from one branch of the R. Bank to another, same remittance 
facilities as in the case of the co-operative banks, special rediscount 
facilities at the hands of the B. Bank and other helpful measures as 
the institution of country-wide clearing facilities would encourage the 
existing joint-stock banks. 

Following the policy of the bnmness departments of the big 
American banks the Indian joint-stock banks ought to find new connec- 
tions not only by advertising, by the issuing of periodicals, publications, 
calendars and so forth but by canvassing among businessmen of 
importance. 



CHAPTER Vin 

The Putdhb Ootlook of the Indian Joint-stooe Banes 

Ijatrodaction— The baobin? pathologiBt>-Foor qualitative pragreaa— Ganeea for the 
structure— Over-inveatment in seourities-competition— P. 0. Cash Certificatea— Exchange 
banka— Hard times and depressed trade— Failures— BemedialmeaBures-internal and 
-Administrative measures— Legislative measures- Co-operative efforts— The C. B. of Issue 
— Conclusion. 


Introduction. 

The future can be built on the present which is but the result 
of the past. Considering the present position of the Indian joint- 
stock banks we find them declaring lower dividends than in the imme- 
diate past or fairly even rates of dividends than in the past. Lack 
of confidence on the part of the pnblic, sheer inabilify to secure any 
prompt financial aid .and overinvestment in gilt-edged securities due 
to lack of a fluid market for short-term investments, are some of the 
salient features of the present-day Indian joint-stock banks. 


The hanking pathologist. 

The pathological point of view has strong &scination for me. 
As in Matthew Arnold's famous lines I have an ardent desire to play 
the role of banking pathologist. 

He took the suSering human race, 

He read each wound, each weakness, dear 
And struck his fiuger on the place 
And said ' Thou ailest here and there.’ 

But the inadequacy of statistical material precludes anyone 
from playing the part of a banking pathologist. Its being scattered 
or diffused in more places than one irritates the worker in the field. 
The Statistical Tables relating to the banks, the Report of the Regis- 
trar of the Joint Stock Companies, the Report of the working of 
the co-operative movement, the Indian Trade Journal and the week y 
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iDforiaB;iion issued by the 
lansadsed for -what littie 


CJontroUer of Currency ■would Jiave to bo 
can be gleaned from these enigmatic 


*^e Imperial Bank always follows the policy of “ never explam, 
never regret, and never apologise” No annu^ report portraymg 
the finanoisa state of the country is issued. There is no Bankers 
Journal displaying the combined figures of their working. In the 
absence of such information one has to literally grope in the dark to 
feel one*8 way in the matter of our banking operations and their signi- 
ficance on the different aepeots of out economic Hte. The method- 
of analysis cannot therefore be applied for details of bank- organisa- 
tion, methods and ptaotiees are shrouded in mysteiy. 

In spite of the nominally increamng growth o! the working 
capital of the Indian ioint-stook banks as denoted by the Statistical 
Tables relating to Banks in India their present position is really 
deplorable. Compared with the contemporary foreign banking insti- 
tutions their record is indeed a depressing one. As adequate banting 
statistics which cover the entire field are conspicuous by their absence 
I refrain from making any appeal to any statistical device to show 
how our system is progressing when compared with others. The 
stationary and sometimes declining dividends speak eloquently of the 
struggles of the Indian joint-stock banks. Their low cash reserve as 
against their demand obligations fails to inspire the necessary confi- 
dence in the minds of the depositors. Unargamsed, unaided and 
subject to the malicious propaganda or barbed darts and credit wreck- 
ing tactics of their enemies the Indian joint^took banks are “ muddl- 
ing through somehow.” If timely action is not taken the nDfailing 
and inesorable law of the survival of the fittest would soon eliminate 
quite a large number of these tottering institutions. 


Present position^ 

With no banking legislation, no official supeamusioD, no fluid marlmfc 
for short-time investments which oonsegnently leads to an over-inyeat- 
in gilt-edged securities, no co-ordinated policy of the.diffient 
jomt-stock banks, no centralised banking in the way of the rate of 
interest, no check against tbe frequent happening of swindles by direo- 



250 


PHBSBNT-DAl BANKING IN INDIA 


tors or o£5cer5 of banks and no national policy on the part of the 
State the Indian joint stock banks have been unable to show any re 
markable progress Though some of the Indian joint-stock banks are 
not incapable of holdmg large monetary resources yet the logical 
consequences of the above circumstances are bank failures now and 
then Now that the reorganisation and radical reform of banking are 
under contemplation the broad lines of reform may be indicated 
briefly A unified banking sjstem with an independent Centoal Bank 
of Issue acting as a regulatory authority in a carefully developed dis 
count market and treating elasiac currency to satisfy the needs of 
business most be the sole object of banking reform A complete 
rationalisation of our banking system is needed at the present boor 
It alone would tend to promote specialisation in credit business and 
without an efficient use of credit, agriculture, commerce and industry 
cannot be established with an} degree of success It is to the banker, 
the chemist, the physicist and the engineer that India has to look to 
recreate her economic conditions and lead to a fuller utilisation of her 
small dormant hoards of precious metals and a better working out of 
the industrial opportunities, fbereb} increasiog the totj’ weilth of the 
country and the prosperity of the people 


Poor quabtattve progress 

T inrlnng the fostering guidance of a true Central Bank of Issue 
or an encouraging policy on the part of the Government the Indian 
jomt-stock banks have been functioning m a credit organisation whose 
growth can be aptly compared to that of a wild jungle The lack of 
positive information and detailed statistical knowledge precludes one 
feom makmg any judgment as regards the safety and solidity of our 
jomt-stook banks Although it is an accepted fact that the dividends 
of some of the established banks are fairly higher than the 
return from trading or other joint stock companies, still the fact that 
more capital is not being invested in the expansion of the existing 
hanks or the establishment of new big joint stock banks speaks for 
Itself The qualitative aspect of Indian joint-stock bankmg is far from 
convincing and the quantitative aspect is equally disappomtmg 



terns (OTLOOK OS THE tmlKS .lOISMTOOK BASKS m 


Gamesn 

mat are the causes leading to this untortanate portion ? Some 
of the causes stated bj the managers of the joint-stoclc banhs are 
analysed and a critical scrutiny and analysis of their statement leads 
to certain important conclusions as regards the planning of their imme- 
diate fatnre. 

Oocr-thttcatiMcnt. 

Like the Imperial Bank the ma|ority of the Indian joint-stock 
banka hold large blocks of O^overnment securities.' Even these 
cannot be tamed into ready cash. There were no open market opera- 
tions on the part of the Imperial Bank to steady their price or defeat 
the bearish factors and tactics of the operators on the stock market. 
Without reasonably stable or steady value attached to the Government 
seouritus the banks would find it difficult lo maintain steady 
dividends. Again the recent fall in the interest on Government secu- 
dim is a timely warning that they should desist from this policy. 

Secoadlyt as the deposit rate they pay is high the interest secured 
from then: investments does not generally give a broad margin over 
the deposit rate which they agree to pay. Broadly speaking; banking 
prodta depend on ibe diiferenco at which they lend over the rate 
rvbich they pay for their borrowing from the public. Thirdly, the 
Indian joint-stock banks are therefore forgetting tbeir social mission 
which is to aid commerce and industry. 

It is indeed true that the holding of Govetameut securities or 
trustee securities; ought generally speaking to be considered a healthy 
sign indicating the true fioanciai strength of the joiat-stock hankSi 
But unfortunately orviog to the above set of oiroamataacea described 
already fee investment policy has been causing them grave anKtcty. 
Again no oommereial baakcaght to congratulate itaelf on its possess- 
ing a higher amount of investments over and above its actual paid-up 
capital. It is boand to create grave trouble whenever it wiahea to 
. expand its business or open branches in fee interior. Although full 

*^v O.B,]SBqBbyOommUteeendotte»tbM apltthattttd Bays "n large prapotUoaef 
resoDtres » lockad up in gilMged seoQritiea as compared with billB.** 
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regard to liquidity has to be pwd still this over-inresfcment even in 
gilt-edged securities has to be given up. The English banks persist- 
ently sold their surplus percentage of war-time investments imme- 
•diately after the war. From ^£398*6 millions in 1919 they came down 
to a low level of ^290*5 millions in 1927. The sum realised was uti- 
lised as advances to commercial borrowers.® Such a policy of pro- 
nounced reduction in the matter of their investments would undoubt- 
edly improve the situation. Even the Presidency Bank of Bombay 
suffered in a like manner on account of its excessive holding of the 
East India Company’s paper. Finally it proposed to open a branch in 
Calcutta in 1841.® As this was not allowed it suggested the under- 
taking of foreign exchange business so as to find work for its huge 
capital. Considering the possibility of the Hon’ble the Court of Direc- 
tors refusing these measures it suggested the alternative of reducing 
its capital exactly to one-half and that the note-issue should similarly be 
cut down to one crore of rupees alone. ^ The Court of Directors re- 
fused to permit any of these measures and until there was the cotton 
boom in 1860 there was not properly speaking any legitimate trade 
demand absorbing its huge paid-up capital which had to be locked up 
in the Company’s paper alone which paid four to five per cent, rate 
of interest. 0 


Competition. 

Taking leave of the discussion of excessive investment we most 
tom to the second reason which is repeated by the managers of the 
Indian joint-stock banks. Since the late Mr. A. Bowie raised the cry 
of ''uneconomic competition” on the part of tlie\ImpeTial Bank of India, 
the Government of India and the existing Provincial Co-operative banks 
and District Central Co-operative banks and the Exchange Banks are 
looked upon as rivals tending to spirit away deposits which would 

s See J. Sykes, *' The Present Fcsiti'on of the English Joint-stoek Banks," p. 68. 

8 See my book " Organised Banking in the Days of John Company. *' pp. 487-494. 

* See the Report of the Directors of the Bank of Bombay snbmitted on 9nd September, 
These xeqoeats were not sanctioned by the Hon 'hie the Court of Dinertora. Bee their 
Financial Letter to the Government of Bombay: Letter No. 1 of 1868, dated lOlh Jannaiy, 
1868; Paras. 8 and 4 of this letter e:qploin the reasons for their refusing to sanction this 

the Beaolntion No. 19, Financial Letter from the Court of Directors to the Bombay 
Goremment, dated 20th July, 1S48, 
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mturany have flowed into toeir hands in too absence of any of these 

competing rivals.® * 

Much reliance cannot be placed on the supposed cuUhroat or 
uneconomic competition on the part of the Imperial Bank of Ma. It 
is the acknowledged policy of the Imperial Bank to consoUdate its pre- 
sent position at the existing two hundred branches and not to open 
more branches in the meanwhile. Competition with the indigenous 
joint-stock banks is always deprefcatbd so long as the latter are charging 
moderate rates of interest. It is the declared policy of the Imperial 
Bank to open a branch only where scope exists for two banks. Even 
though a branch of joint-stock bank might exi^t the Imperial Bank 
would open a branch so as to extend banking facilities to the people t>f 
the locality. So long as the dangers underlying branch banking are 
understood and eveiy effort is made to eliminate them this system of 
extending branches by the Imperial Bank has to be hailed as a welcome 
measure. None the less there is a giain of truth lying hidden in these 
blasphemous remarks of the joint-stock banks. Unable tb secure inte- 
rest-free Government deposits they have laised the cry of state-snbri- 
dised or aided competition. The State however has to select a strong 
bank as its depositary for the Independent Treasury System has grave 
evils of its own. The i^stem of nursing weak banks by declaring 
them as Government depositary banks is no less an evil thtvn the one 
of maintaining an Independent Treasury System of its own. 

Although there might be some amount of truth in the above con- 
tention still the grievance that the co-operative banks are effective 
competitors as they tend to attract deposits by offering interest 
rates is entirely a mistaken notion. As in modern Germany or Erance 
we do not find even our urban or the provincial co-operative apex 
banks conducting business on similar lines which the 
banks adopt. In Germany the co-operative banks grant on the well- 


® See Beeolntion No. 19, Financial Letter from the Court of DirectorB totbe Bomh.v 
Govemment. dated 26th July, 1848. Bombay 

J Bvm though the Imperial Bnnk-a branch ha. been cloaed at Seraigunj and the local 
Central Oo-operatiTO Bank haa been attempUng to fill the void, the question ofcfpeninir 
current accounts coIlecUng cheques and bills is not taken up and sanction has to L oS? 
this from the Begietrur of the Co.<®erati« Societies for these purposes. See the “ 

Message, the Liberty of 12th September, 1929. In some ntecThoiever ^ 
banks are (qienin'g current accounts, purchasing drafts ahd selling lemittancfcs. ” 



PEESEiNT-DAy BASKING IN INDIA 


m 

known basis of the cash credit system and discount bills. Even in 
modem Prance the situation is the same. The co^petatiye 
banks created by the state initiative and financed to the extent 
of 50 million francs are acting as the ordinary joint-stock banks for the 
locality. Such competition hardly exists in any of the money centres 
of this country. It is true that the co-operative banks offer a high 
deposit rate. As I have stated elsewhere they are ''complementary 
institutions.” Their sole aim is to play the humble role of ‘‘collecting 
banks.” They'are feeders to the joint-stock banks for it is then- 
mission to endow such people with moderate capital and train them 
to banking habits and prepare them for business with more capitalist 
institutions to which they are likely to go as they become wealthy. 
Such being the case there is no reason to take umbrage on account of 
their successful working. In the near future when trade financing is 
done by means of bills the trade papers endorsed by the co-operative 
banks would furnish ample opportunity for the safe investment of 
their funds. Greater co-operation would thereby ensue between the 
Indian joint-stock banks and the other kinds of banking institutions 
or bankers. Co-ordinated and not competitive banking must be the 
ideal that ought to govern their operations in the future. 

P. 0. Cash Certificates, 

The Government of India which has already incurred their dis- 
pleasure for depositing its funds in the Heserve Bank and the Imperial 
Bank alone, has once again become a target of criticism. By virtue of 
increased interest rates which it has agreed to pay to the holders of 
the P.' 0. Gash Certificates from the 1st of August, 1929, it is feared 
that'it would tend to divert the flow of deposits from the usual chan- 
nels to the hands of the Government of India. That the Government 
of Ifidia Would ' absorb the available savings is the specific grievance 
which has been set up by them. Since these lines have been written 
these hig h interest rates have been out down to lower figures. 

Even the exchange banks consider this effective competition on 
the part of the Government as one of the reasons for the riow growth 
of their deposits. The floating of Treasury Bills and the currency 
contraction in the slack season though ostensibly pursued with the. 
object of propping up exchange is disliked by the Indian joint-stock 
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banks. Tl» twnanty bilh are being floatei at ‘■ratea of intataat whi* 
no bank even of raodeat ineana oonld think of giving ite de^tore. 
thia liaa been acting as a double.edged weapon. Firatly, >t has tMdrf 
to teslrict the volnme of their deposits. Secondly, it hae tended t i 
dcinoralibe the tone of the slock market and the Government seoun- 
ties have naturally suffered depreciation as a result of unexpected shifts 
in the matter of Treasury bill sale policy.® But both these counts of 
indiclmeot have been silenced already. The P. 0. Cash Certificate 
rate has been reduced and the Treasury bills are being floated 
at low lates. (Vide the Beport of the Controller of Onrrencyp 
193J-35.) 

Exchange Banks. 


Bepeated failures of the Indian joint-stock banks have tnrned the 
people more to the exchange banks who have already become unpopu- 
lar for their exclusive monopoly of financing of foreign trade. Their 
deposits are increasing though they pay no high rate of interest. 
Being Che victims of unorganised banking the Indian people naturally 
prefer to place trust in the foreign exchange banks whose directors at 
least ara to a. certain extent free from the taint of swindling bank 
resources and utilising them for selfish advantages of their own. The 
H).\*chinge Banks have built up a tradition of trustworthy service. 
They usually have at their service a continuous succession of honour- 
able and loyal men. They are gathering vitality as they go — ^becoming 
not weaker witb age but shouger and more trustworthy in marked 
contrast with the few tniifma of oar Indian bank management who 
have miderinined the prestige of the other contemporary Indian joint- 
stock banks and have contributed a good deal towards their stagnation 
and decay. The main excellences of the exchange banks namely, skill. 


*Ifne8tady the Eagluh banking system the avetage late at which Bills were 
floMcfl was X4.1M hardly higher than the rate at whiA the comuennalists were aUe to 
wcure liiG di^nntinR of bills by the basks which was This shows that the British 

Oorerament in spite of Us increased indebledoess did not pay very high rates for its short- 
term ir.d«htcdnc88.- See Sykes, p, 91 , 

* It IS a matter of grati&eatioo to find that this opinion is fully endorsed by the C. B. 
aqniry Committee on p. 403 . « The Tressmy Bills have not yet become an integral part 

of money market oHhcir proper fsJor.” ^Rer the startingof the B. Bank the poaiUon 
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frasteeship and scientific method most be copied by the Indian joint- 
stock banks. The general faithfabiess of the Indian joint-stock banks 
is not questioned by anybody but they must copy the best features of 
the exchange banks. It is banking education that can create these 
features. It is not the men in high places of power alone but also those 
who are stationed in every rank and level of banking service who must 
realise their responsibility and be willing to do their best. 


Depression and hard times. 

The prosperity of banks is purely a relative phenomenon m ainl y 
depending on the prosperity of its customers who are suffering fiom a 
fall in the price of land which they bought at fabulous prices in the boom 
days of 1921 or if dullness of trade were to prevail as in the days of 
post-war depression, it is bound to tell adversely on the banks also. 
There is indeed a lot of truth in the above remark. It is only in 
1927-28 that Indian trade and commerce reached their pre-war-level. 
Trade and commerce are feeders to banking. Without banking faci- 
lities they themselves cannot be fed properly. They are as much 
dependent on the banks as banks are on the traders and merchants. 


Failures. 

Lastly the incessant and never-ending failures of the Indian joint- 
stock banks often remind the people of the fact that it is altogether 
sheer folly to place confidence in such mismanaged institutions as the joint- 
stock banks generally prove to be as soon as their management changes 


M See ae ** StatisKcal Tables xelaaig to Banks in Ljflis,’' 
•Seat. Nnmberof banks involved. 


Paid-up capital. 


1919 

1920 


1924 

1925 , 


17 

14 


1,46405 

4.02.737 

7.24.717 

1.25,329 

8.29981 

4,6547.825 

U.88.6S3 

18.75.795 

8.98.145 
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hands from the original set of people. Without the continuity of ex- 
perienced management deposits in a bank cannot be considered safe. 

Repeated failures are” shaking the credit fabric of the idnt-'siock 
banks. It must be borne in mind that a ** system of banks is like a 
crowded city where a fire breaking out in one house may soon spread 
to many others and every house has to bear not only its own fire risk 
but some risk of all the rest.” Without a far higher standard of 
hanking prevailing among the Indian joint-stock banks it is im- 
possible to consider the banking structure as a sound and strong one. 
The present-day joint-stock banks are not regarded as national institu- 
tions endowed with the trust of the community. 


Planning of tlmr future. 

A harmonious atmosphere congenial to their rapid development 
has to he created. The definite programme of banking reform falls 
broadly under two headings, viz., internal and external. The internal 
reorganisation has to be brought about by the Indian joint-stock 
banks. This is more important than the external agency or aid, for 
without the former the external agency would either decline to lend 
aid or even if it were to be rendered no lasting and permanent im- 
provement can be achieved in the position of the Indian joint-stock 
banks. An external agency can mend the evils but what is required 
is a radical cure which can arise out of a proper internal reorgani- 
sation and the carrying out of suggestions outlined in the previous 
chapter. 

Of the external remedies, the administrative measures of- the 
Government, further legislation and a more enlightened public debt’ 
policy deserve proper attention. The co-operation on the part of the 
depositing public and the borrowing customers and close co-operation^ 
amongst the hankers themselves would go a long way in improving the 
situation. But the creation of a Central Bank of Issue is the proper 
remedy for many of their present-day defects. 

“ Qnile recently the Karachi Bank failed and a desoltoiy acquaintance with the hiatwy 
of Indian Banking would show how the lack of confidence created by bank failures haabeeu. 

a well-marked feature eince the second half of the 19 th century. ' ' . . 
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The internal remedy 

Taking the internal remedy first into consideration the Indian 
jpint-stock banks wonld have to sacrifice or give up the unnecessanly 
large holding of Government securities * In their endeavour to 
tncline toviards safety they are leaning too much on this support 
Sound commercial advances marshalled in a steady succession of 
maturities are more lucrative than gilt-edged securities Banks must 
invest wisely and not speculatively True wisdom in the matter of 
hank investment consists m avoiding “ frozen assets ” The problem 
of finding adequate business for the released funds would have to be 
faced Indirect financing of agricultural interests through approved 
indigenous bankers or traders purely on the personal knowledge of the 
indigenous bankers can provide the needed avenues Unless they care 
to cultivate more regular business dealings with the indigenous bankers 
the mete financmg of trade and mdustry in the big centres would not 
absorb all their liquid resources The banking net must be spread 
wider so as to cover a greater area than at present It is the financial 
life tif the big cities alone that they are able to influence at present 
They must descend to rural tracts and hope to influence the hves of 
I 


» Broadlj speakiog, tLe banking pobqr m the matter of inveatmenta ia to aelect bgnid 
sad eaail; realisable secnnlies posssasing steady valne and a wide market As gilt edged 
securities possess Hiese features the balk of bank investments consists of Gorenment 
secnnties But these do not fonn the only item in the matter of investments If the bank 
conducts issuing business the shares of new companies floated by it are generally held by it 
till the time the mveatmg publio digest these shares Similarly a city bank seeking to extend 
Its cqserationB in the most safe and economical manner tends to acquire shares in the banking 
companies of the intenor and hopes to influence their policy and seeks an ontlet for its snrpins 
funds, The tdiares of a foreign banking company might be required so aato afSliateitto 
itself This might not be done with the express pnrpose of conducting foreign banking on any 
large scale but merely to render more efficient service to ita own customers in the direction of 
fidanoing foreign trade Indian banks do not generally possess such a wide range of securities 
and shares Shares of a few industrial companies form the ma]or constituents of the invest- 
ment items of the Indian joint-stock banks The acquisition of inten at in other banks, 
domestic or foreign, is not yet a marked feature of the policy of any one of the important 
Indian joint-stock banka. The darmg yet frmtful policy of the Lloyd’s Bank or the 
Barclay's Bank in this direction finds no counterpart in the Indian joint-stock banking 
system Too largo a bolding of gilt edged investments is carried out of the mvestible aurplns 
This has to be rectjfied Since these lines have been written the Central Bank of India 
bas opened a London branch or bank to conduct Indian exchange banking on a largo 
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the masses in a significant manner The real 
mg la to secure to the Indian ]oint stod. banl 
them to control the indigenons bankers and thi , 
controlled by the Central Bank o! Issue This is the unity that ought 
to pervade our banking structure The present day loose and unorgan- 
ised system baa to be displaced by a more co ordinated and highly 
integrated banking system 

Secondly, as one reputed Professor of Economics stated a 
banter ought to be two fifths gentleman, one-fifth economist, one-fifth 
lawyer and one fifth accountant ** Unfortunately the lack of such high 
qualities renders possible mismanagement of banks A weak, loose, 
and inefficient audit unable to influence the bankets usually tolerates 
such iBoouszstencies, till the day of final reckoning comes wh» 
some important moident leads the depositors or lenders of money to 
doubt the standing of the bank and the attempt on their part to collect 
the deposits brings to an end the esistence of the tottermg bank 

An expeditious and efficient service and the expanding of general 
agency busmess alone by them is sure to bring in greater deposits and 
mom constitoents Banks have to go to the people and not watt for 
the people to come to them If there is sufficient employment for these 
foods the financial strength of the Indian joint stock banks is sore to 
increase No time should be lost in attempting to reform and re- 
organise the internal framework on a sound basis It is not for the 
sake of mere self interest that this reorganisation has to be undertaken 
by the volition and prescience of bankers themselves Unless this is 
carried out immediately the mere setting op of any external agencies 
would not solve the riddle and even these extmnal agencies would con- 
sider these Indian jomt stock banks a constant source of anxiety. 
The help that any external agency would render can bear fruit only 
under improved management of the Indian joint-stock banka It is 
foul financial weather that is the real test of sound banking and I 
venture to think that without real improvement in the internal manage- 
ment of the banks tbeir position would become strained if another 
crisis of the nature of 19 15 period were to happen 

External remedus 

A more enlightened policy on the part of the Government with xe- 
ference to Eupee loans and the Tkeasuty bills is needed and everything' 


^8 power BO as to enable 
3 V diould themselves be 
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depends on this important reform It is absolutely imperative 
that ho farther suspicion should be raised that the Government is 
bent 00 floating fuither Rupee loans in the Indian money market 
The slackened response to the last Rupee loan means after all that 
It 18 high time to consider the advisability of proceeding slowly m the 
matter of capital expenditure on the part of the Government even 
for productive undertakings The present market value of gilt edged 
eecunties should not be tossed about hither and thither as a result 
of the vacillating public loan policy Further depreciation of the 
value of Government securities means farther cuts m the profits 
of the Indian joint stock banks and the dividends they declare 
Lower dividends mean lower deposits The lower the working 
capital the lower would be the profits unless it is offset by greater 
turnover of the capital resources This is the vicious circle that 
18 being mduced by the present-day public loan policy Since the 
starting of the R Bank conditions have greatly improved and a timely 
loan floatation is forthcoming 


Administrative measures. 

Several critics have pointed out the necessity of pursuing a strictly 
scientific pohcy in the sale of the T. Bills The resort to the T Bills 
as a deflationary measure in order to support the sterlmg value of the 
rupee in the slack season is undoubtedly tending to the reduction of 
fleposits available to the banks Firm money conditions induced by 
their sale may succeed in bnnging about an improvement in the 
rate of exchange and maintain it at a safe level. The high rates paid 
for them as well as the long-term loans would mean in the long run 
greater inroads on the taxpayers’ purse This unnecessary 
increase of tax burden when the taxable capacity is so very low has to 
be borne in mind It would have an adverse effect on the purcbasmg 

IS it is not germane to thiB topic to discuss the economic effects of public debts The 
debt esen though >t might consist of tmasiny Wile has ita effect on the banken 
Apart tram danger to the atate the inconvenience to trade and commerce is no less 

grave The possibilttjr of habitnal renewale lends to make it permanent This acts as a 
detriment to banka for their deposits vonld be cnt down and the discount tala would rise 
Prioea of goods rise and the standard of living tends to become very high The banka might 
bold t ViMu* safe Qovemmsnt ptomisea and ref nse to take naka involved in oommetciBl loans 
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power Of the people and trade would not recover rapidly aa a result 
^this deflationary policy which of course is due to their anaety 
10 keep the exchange rate above Is. 5 49/64d.. the gold export point 
from this country. So long as the sterling resources are few there 
can be no sale of gold at this export point. The Eeserve Bank 
would always bo anxious not to allow exchanges to foil below the 
gold export point from the country. Its bounden duty is to maintain 
stability of value for the rupee in the external trade relations at the 
same time. 


Legislative measure. 

Another direction by means of which the Government can hope 
to protect the depositors as well as the public lies in passing helpful 
and suggestive legislation Government guarantee of deposits and 
the formation of a ‘ safety fund * are bound to be mere palliatives 
and do positive harm to the co-operative banks. The possibility of 
few depositorB being selected as bank directors is a remedy which can 
only be permitted by a change in the existing legislation with 
reference to the joint-stock banking companies. Those taxes tvhich 
are interfering with the development of the banking amalgamation 
movement have to be removed. A readjustment of the taxes on a 
lower level than at present would act as a further impetus in the 
starting of more banks and in view of the fact that the indigenous 
bankers ore to develop into modern banks this recommendation has to 
be virtually carried out. The possibility of selecting a few other 
banks " as public depositaries ’* after exacting due security would 


MddiseoontB. It is liable lo provoke inflatioD. Lastly, it might lead to grave oonse^'oeaces 
if iwevals of T. Bills are slaokened. Foreign holdere of these lose in 

certificates end national money and this loss of confidence effects advereely the national cate 
of exchange. For a more complete discnssJos see the Revue de Science etde LegisIaUon’ 
Fmanoi^,'' January to Mardi number 1926, pp. 100-J03. 

also H. E. Fisk, French Public Finance in the German War and To-day,” 


See also H. 0. Adams, '* Science of Finance,” p. 626. 

“ SwtheD. S. A. where there area large number of baala 7,824 noting aa nabb 
f^ra™™mMt“&JJSLf”®“‘ "One bankic^ver 
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iOTe its omi effia,^ st the present jnnotare when even flieold 
established Indian joint-stock banks sre not able to create the needed 
confidence. It is indeed tree that the false tongue of rumour cannot 
be controlled in any effective manner. Its vivid conjectures can be 
silenced only by publication of relevant facts indicating the general 
financial strength of the banks. The financial intelligence of the 
reading public can after all be a more effective safeguard than any 
legislative enactment. 

A separate banking code which safeguards their interests and 
procures a healthy development of banking expansion is needed. 


Go-operative efforts. 

The depositing pnbh'c and the shareholders would have to co- 
operate with the bank management in every way. If the depositors 
are taken into confidence by the managing board there is no reason 
why they ought to get shy of the Indian joint-stock banks. Advisory 
Committees of depositors and influential traders to help the branch 
managers in the matter of investment of banks' funds would be very 
helpful- 

Sometimes the frauds and malpractices which the banks have ex- 
perienced from time to time have led to stricter regulation and restric 
tion of credit by the banks with the result that bona fide constituents 
have suffered as a result of this vigilant attitude. This attitude should 
not be mistaken by the bona fide constituents. Qualitative banking 
would be promoted thereby. 

The Reserve Bank. 

The Beserve Bank would indeed improve the situation of the 
joint-stock banks in several ways. Besides providing rediscounting 
facilities and thereby enabling them to convert their assets easily into 
liquid cash a Central Bank is bound to confer inestimable advantages 
on them in the following directions. A careful scrutiny by the 
Central Bank which would be made at the time of rediscounting 
the eligible commercial paper would automatically raise the standard 
of banking. The very example of its conservative management would 
act as an ehxir or Jife-giving tonic to the almost stagnant Indian joint- 
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rtook bmta of Ihe ptMont doy. H *!>« ooortitnent '» posito of the 
Ceoisil Benk is so dssised that it ptodoaes competition with the 

banks this by itself would aBotd an impetus to the joint- 

slook banks to estend into the interior in their endeaTonr to secure 
fresh business. But the Imperial Bank oan also grant advances (so 
long as the Beserve Bank is not started) at 1% below bank rate on 
the seonrity of gilt-edged stocks or investments so long as they fail to 
convert them into liquid resonrces. It is not by merely lowering 
the bank rate that the lending policy can be liberalised or made elas- 
tic. Less harsh restrictions than are prevailing at present would 
mean helpful overdrafts to the Indian ioint-stook banks and a part of 
the interest-free-national balances secured by the Imperial Bank can 
be utilised in this manner. Timely help and succour by means of 
liberalised discount policy should be adopted instead of a mere spoon- 
feeding one such as the facilitating of internal transfer of funds or 
remittances at low rates. The policy of starting of more clearing 
houses which the Imperial Bank has already done has to be continued 
further. The Indian joint-stock banks as well as the Imperial Bank 
ought to.be aware of current developments and current thought and 
move with the progressive times. Co-operative banks are tending 
to become commercial banks in some important centres where jt. st. 
banks are not existing at present. Such facilities which are granted 
to the co-operative banks should also be granted to the jt. st. 
banks. 


Conclusion. 


A clear and consistent action on the part of all the interests 
concerned is necessary and the co-operation of the different sections 
would secure to the Indian joint-stock banks a solid ground for their 


® This can be done by conSniug its bnaineBi (o note-iesning and diBconnting trade 
b«I!« of short carren«!y\and it would be prohibited from doing ordinnty bonking bnainess of e 
commercisl bank. 


“ Even the ^glish joint stock banks which are considered as 'paragons of conservatism 
have cht,nged their polii^ towards industries. Even in America the banks have followed s' 
liberal lending policy Extended loans and less rigorous insistence in the mutter of repay- 
ment aie evidently a proof of their sincerity that they do not hold a too-detatched 
towards industnea a, in the past. This elaaticity in the matter of lending has to be 

sS- i Standard."_paperteadattbeBoyal 

fC^rW^Sr the Ismdon." Economist" 
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further expansion and economio deTOlopinani of the country. Small 
Indian joint-stock banks or loan companies are being started here and 
there. If the monthly reports of the Begistrar of the Joirt-slock 

Companies are esammed the activity of the people in this direclion 

can be immediately realised. But tn the economic sphere it is not 
mere quantity but quality that tells. Few sound banks can achieve 
more permanent outstanding benefit for the oonntry than many bogus 
banks which tend to put back the clock of economic progress. National 
well-being, price-levels, profits, employment and purchasing power of 
wages are of essential importance. Their control by a sound banking 
policy under the capable leadership of a nationally managed 
Central Bank would secure the economic welfare of the millions of this 
country. 

To sum up this survey reveals much that is defective in the 
present-day situation of the Indian joint-stock banks. To increase 
their usefulness, self-improvement, external aid and thorough reorgani- 
sation of the entice banking structure are pointed out as the proper 
remedies which can guard them against further deterioration. All 
parties should co-operate in this endeavour as it is a problem of national 
importance. The present joint-stock banking system must be made 
safe, economical, adequate and effideot at the same time so as to 
afford maximum utility to all sections of the community. Incidently 
it can be remarked that the present-day absence of definite trust- 
worthy information of banking operations and statistics has to be 
remedied as early as possible and such figures as furnish real informa- 
tion or artfully unfold the tale of banking progress should be published 
by the different units of the banking system. 

Conditions are now becoming favourable to the expansion of 
commercial banking, viz., an increase in the available capital and 
deposits, expanding requirements of trade and commerce and increasing 
number of capable and honest people to do banking business on sound 
lines. The Indian jt. st. banks have to make every effort to increase 
their utility and secure better economic progress of the country. 
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CHAPTER IX 

The Loan Companies of Bengaii 


The Loan Companies of Bengal— The Small banks of South India— Working 
ITnfetteied competition — Bationahse the banking indnstiy — Specimen of a loan company or 
small bank— Operations in Bengal- The defects of these loan companies and email banks- 
Proposed lines of action— The example of the United Kingdom- Its results— Impossibiliiiy 
of amalgamation with bigger banks— The main advantages of the amalgamation movement— 
Other expected advantages— Can the proposed Federal Bank stem the tide— Why not 
depositors as directors— The Bengal Bankers' Federation— The aim of the Federation, 
general long-penod effects — Difficulties in the path of the amalgamation movement— 
Condusion. 


The Loan Companies of Bengal. 

The blue book on the joint-stock companies records the existence 
of 572 loan companies and 473 banking companies in Bengal. Several 
more might be existing in the province of Bengal. Their total paid-up 
capital comes up to several lakhs of Rupees, 

Even prior to the starting of the Oudh Commercial Banking Co. 
(1881) , there were indeed a very large number of small banks and 
loan companies with a small amount of paid-up capital. The follow- 
ing table shows some of the earliest loan companies still conducting 
business at the present-day without interruption ; — 


Name. 

Date and 
year. 

Authuriaed 

capital. 

Subacribed 

C8]rital. 

Paid-up 

capitaL 



Be. 

Be. 

Bs. 

Barisal Loan 



18,000 

18,000 

Office 

17-11-78 

20,000 

Bogra ,, „ 

6-11-74 

60,000 

69,030 

59,080 

Dacca „ ,, 

29- 8-80 

1,00,000 

69,200 

62,200 

Eatidpur „ 

Ar 3-71 

20,000 

' 19.820 

19,820 

Jessore „ „ 

12-4-76 

1,20,000 

1,00,000 

1,00,000 

Munshiganj Loan 
Office 

29-7-70 

20,000 

12.060 

12,060 

Mymensingh ,, ,, 

Nasirabad „ ,• 

2-9-78 

24-9-76 

1,00,000 

50,000 

80.400 

46,000 

80,400 

45,000 

Sahar-Shaipar „ 

26-6-76 

20,000 

16,210 

16,210 

Tipperah Loan 

Office 

25-2-71 

1,00,000 

1.00.000 

1,00,000 
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Small hanks of South India 

It was not only m Bengal that anch concerns easted. In the 
Native States of Mysore and Travanoore several email banking con- 
cerns we started in 1876 and the Bangalore Bank though under non- 

Indian management was started m 1868 and is stall conducting sound 

business under able management Even now several of these small 
banks exist m South India and these should on no account be con 
fused with the Nnfbis and Kuttee ehitti instituiums 


Worhmg Capital 

A glance at the above table quoted from the blue book shows 
bow ridiculously poor is the paid-up capital of these loan companies ^ 
The tendency of the smaller banks of South India is also small 
Some of them have succeeded in attracting huge deposits by paying 
oftentimes high deposit rates of interest,^ but as the Statistacal 
Department does not pubhsh the figures about their deposits, advances 
and other banking operations it is not possible to have an idea of 
their working capital ^ or the magnitude of their operations 


" Unfettered oompetition. 

Another peculiar feature is the presence of a large number of 
these companies, as many as five to seven of these isolated small loan 
companies, which are working in a restncted locality on mutually 
antagonistic hues Bogra, Comilla, Fendpm, Gaibandha, Jalpaigun, 
Jamalpur.Jessore, Khulna, Enrigram,Madanpor, Myrnensm^, Kajshahi 
and Eangpurhave a number of loan companies working over a delimited 


Bengal ° ® Comimttee says that 782 loan companies exis ed in 1929 m 

pp 788 7%“ J^ytheO B Bnqmry Committee. Beport, Appendix 31. 

* See the of the Pnmnciftl Banking En^mry Committee Hennaliates are 4 

® 1« to 20 per cent interest rates are pa.d 

Toniang tor deposita la too common ^ 
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local area ^ The same is the case mth the small banks of South 
India Bangalore, Cahcut, Chamrajnagar (Mysore), Palghat, Eaichur, 
South Canara, Tellicherry, and Tinnevelly have a large number of 
these small banks m addition to Nidhis and Chit Funds It is 
indeed strange to find that the premier Native State— Hyderabad has 
very few only of these indigenous banks of its own The Distnct of 
Mymensingh m Bengal has on the other band the largest number of 
these loan companies and about 80 of them exist in tTna populous 
wealthy distnct 

Batumalise the banking industry 

While the rationahsation of every kind of mdustry is progressing 
at a rapid rate in every economically progressive country there is no 
such desnable move in our banking busmess Although a few m 
stances of spontaneous banking amalgamations occurred m the past 
with desuable consequences in each case of amalgamation, the move- 
ment unfortunately has not spread to the loan companies of Bengal 
The necessary unification of the mdmdual loan compames and small 
banks has not taken place so as to create a comparatively small 
number of powerful business units possessing the three canons of 
soundness, adequacy and efficiency which any sound bankmg company 
should possess 

As a consohdated balance sheet of the loan compames cannot be 
presented, notbmg beyond a rough idea can be gamed by studying a 
typical balance-sheet of a loan company 

UabHities Assets 

Be at 

1 Due to Share 35,474 0 0 

2 Deposits by members 26,291 0 0 

3 „ non members 51,445 12 8 

4 Unpaid interest 2,309 2 3 

* The Benpal Baahing Engiuiy Comnuttee Beys that these 782 loan companieB of 
Bengal had about 9 cxnrea worth o£ capital on March 1929 


BE AT 

1 Cashm hand 4,963 6 11 

2 Cash certificates 7,534 6 0 

3 Land and build 

mgs 6.126 15 6 

4 Fnncipal due 10,684 14 0 
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Iji'obififjCh— conld. 


Ks. A. P- 


.■). Unpaid dividend 

2,474 11 0 

6. Due to oilicc expenses 

103 8 0 

7. Excess collection to be 

returned 

8. Provident Fui.d 

14 6 0 
233 8 6 

9. Suspense deposit 

21,887 14 0 

10- IlcservcFund 

9,100 0 0 

11. Building fund 

1,719 10 0 


Assct 8— coniA. 


Bb. a. p. 

5. Inlercst due 6,262 3 0 
0. Discount 30 0 0 


7. Present price o£ 

fumilurc 33/ 8 0 

8. Postage stamps in 

band 4 10 o 

0. Due from pleaders 244 9 6 


10. Costs of suits due 1,378 0 0 


11. Interest due from 

post office 79 13 


12. Bad debt fund 2,400 0 0 

13. Building depreciation fund 200 0 0 

14. Excess undivided profit 36 10 2 


Total ... 1.34.800 10 5 Total ... 1,37,146 3 8 

Profit ... 2.845 9 3 


1,87,140 3 8 


Their Defects. 

Some of the acknowledged defects of the loan companies are the 
lack of proper book-keeping methods, a staff of trained bank officers 
and whole-time bank directors who devote their energy solely to the 
banking profession. They lend on the strength of their own share- 
capital. Very often the managing directors pack the Board of Direc- 
tors witli friends of their own choice and real election of directors by the 
sharcbolders is not generally the role. They do not encourage the free 
use of credit instruments like cheques and bills of exchange. Short- 
term deposits are not cared for and the matter of withdrawing funds is 
not satisfactorily attended to as keen competition exists for deposits 
and a high deposit rate of interest is offered by them. The margin of 
profits is generally very narrow. There is no limit to the number of 
directors and promoters. Sometimes there is interlocked directorate. 
They lend on mortgage of immovable landed property or personal 
security or carry on side-business such as motor transport and conduct 
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ordinary banking business for the small middle class salaried people. 
Some of the loan companies are already finding it difficult to keep 
funds safely employed at interest for most of them do not possess more 
than one office. There is no proper provision for reserve fund and no 
limit exists for the distribution of profits. The small local autonomous 
and independent banks and loan companies keep scattered reserves and 
unless they are also included in the banking re-organisation, the effici- 
ency, economy and safety of centralised reserves would not be forth- 
coming. The constant failure to achieve any substantial and useful 
purpose except that of declaring successful dividends is due to the 
disorganised condition of the loan companies and their failure to develop 
internal trade and cottage industries of the province. 

Many of the defects have been aggravated by the depression 
leading to the freezing of the assets. The middle class people of rural 
Bengal have been badly hurt thereby. About 57 of them failed during 
the course of last six years. 


Proposed line of action. 

To secure improved banking safety and the provision of sufficiently 
varied facilities both internal and external machinery must be devised. 
The internal line of action consists in putting an end to the disorgani- 
sation and uncoordinated action on the part of the loan companies 
which are very tenacious of their existence. The amalgamation move- 
ment gives the clue to the necessary action that has to be taken to 
cure these evils. 

The external line of action consists in setting up a Central Bank 
of Issue which can make its reservoir of credit easily accessible to the 
better organised units. Both the above lines of action are fundamental 
and the internal problem is even more important than the external and 
brooks no delay. Without such previous preparation the creation of a 
Central Bank of Issue would leave these structures as they are at 
present. Unless they become respectable and conservative concerns 
specialising in an intelligent manner either short-term or long-term 
loaning business thus becoming more rational in the distribution of 
their risks, the Central Bank of Issue which would essentially be a 
bankers' bank would have nothing to do with them. A Central Bank 
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wffl agiM to d«a Witt tanktogiii««tatiotis Mndaotea on weD^gduied 
bnsmeBB principles. 

The easowple of the United Kingdom, 

A glance at the progress of the English banking system reveals 
the trend towards amalgamation and reduction in numbers as a marked ■ 
feature of the past few years. The rapid and epio development of 
banking amalgamahona in the United Kingdom represents a series of 
triumphs. Without any violent attempt to eliminate healthy rivalry 
and desirable competition the movement has ended in creating a very 
hit^rH number of large and powerful banking concerns. 

Different causes operated to produce this drive for bank- 

ing amalgamation.*’ The stimulation of the important economic causes 
such as inATaftwiTig busiuess was reeponsible for the country banks to 
amalgamate with the Dondon banking concerns. The over-production 
of a few conoems made them considor amalgamation as a proper means 
of securing an outlet for their huge loanable funds. Circntnstances of 
many kinds operated to initiate and spread this movement. The Gov- 
ernment of the United Kingdom have on the whole consistently 
adopted a favourable view and permitted all cases of amalgamation 
which would not injure the interests of the country or the investing 
public. 


The concentration movement in Germany. 

Even in Germany ® the necessity to strengthen and extend the 
exceptionally weak foundation of capital and credit forced the pace of 
the amalgamation movement. The main principle of banking, viz., 
the distribution of risks is the foster-mother of this movement. The 
business of issuing secarities accelerated the pace of the movement and 
the Berlin banks strove to gain the custom of the provincial bankers. 
Misguided Stock Exchange legislation, stamp duty, etiquette and 
competition forced the German banks to establish their branches, 
increase their capital and the concentration movement was fostered by 

* Bee J. Sykae, " The Amalgamation Movement in UngUA >» jg 17 

4S,46,9a8ndB3. . » 

* See Bf. Beiaser, “ The Qroasbanken,’’ pp. 602-702. 
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these non-ecoDomic forces as weH. The economic power of private 
banking to cope with increasing trade and indnstiy was restricted and 
this acted as a cause in hastening the movement towards the bank 
amalgamation. The crisis of 1873 and 1900 in Germany pointed ont 
the necessity of eflSciently-managed banking institutions. The large 
banks which intervened efiFeetively soon absorbed the smaller and 
weaker banks. We cannot enter here fully into all the caases econo> 
mic and non-economic, that brought about the amalgamation move- 
ment in German banking. But the main result is that as in industry 
the forms of cartels are protean so also there are bank affiliations, 
working agreements and complete fusions. 

The Results. 

The happy result of such movement in both countries has been the 
improvement in banking technique. Reliable and competent manage- 
ment has ensued so that economic benefits have been reaped in most 
cases. Credit resources have been pooled and extended to more effici- 
cient men than before who are able to make a scientific allocation of 
credit for productive purposes. Progress, economy, strength and 
prosperity have been the chief results of the 'movement. A desire to 
realise these advantages is also visible in the American banking system 
and several amalgamations have recently occurred in the American 
banking field. 

Impossibility of amalgamation with bigger banhs. 

The weaknesses of the present-day loan companies are admitted by 
all people There are only two ways of remedying the weaknesses : 
(a) by mending them, (6) by ending them. The latter alternative can- 
not bo thought of as it leads to the shrinking of the credit structure. 
ATnii.1g a.mat.inn with the stronger banking companies cannot be thought 
of for the bigger banks would not care to consolidate their position by 
amalgamating with such bodies as those who resort to comparatively 
long-period loans on the security of real property. The bigger banks 


r See the Lilenzy Digeel, May 36, 
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usnaUy foUow a oautiooB policy of lending on first class Uqmd securi- 
ties. This tendency to tie up the resources would lead to failures and 

BO long as the policy of borrowing short and lending long is persisted 

in there can be no thought of amalgamation as a remedy. Larger and 
better-managed banks are essential to finance the existing and the 
would-be expanding needs of agriculture, trade and industry. 

How can the essential needs of developing the credit resources of 
Bengal so as to cope with the demand on the other side be mat without 
changes in the credit situation ? The revivification of industry and 
trade and rural economic organisation depends on adopting this 
movement. 


The Main Advantages^ 

The reduction of costs even if the branches of a large bank are 
started over the whole province would be a desirable end by itself. 
Additional deposits can be secured by the larger banks. With 
augmented resources propaganda can be carried on by the banks for 
tapping the small individual and dormant hoards. They would be in 
a position to meet the competition from rivals abroad. The evils of 
present-day unfettered competition among the loan companies mnst 
be realised and the best way of coping with the situation is to co- 
operate. Better organisation of the technique, perfecting the services 
to depositors and borrowers, an extension of credit facilities to all 
deserving people and the introduction of rational business methods and 
accounting by a competent and trained staff are things which larger 
banking units alone can hope to accomplish. The standardising of 
interest charges, commissions, fees and services to customers over the 
whole of the province can be considered as the most outstanding gain 
of the amalgamation movement. 


Other expected advantages. 

It would furnish a basis for the establishment of branches. 
There would be much needed decentralisation of activities of some of 
the overgrown loan companies. The more or less unsuccessful of the 
ioan/companies can hope to accomplish more by an amalgamation with 
"36 
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the more saccessfnl ones. The larger banking units can create ade- 
quate credit resources that are needed if a unified programme of deve- 
loping trade and industry and promoting the general economic interests 
of the province is drawn up. A host of scattered medium-sized loan 
companies would accomplish very little success in the above direction. 
The extension of cheque business and clearing facilities would 
the need forcash payments and promote increased freedom of action in 
the money market. Larger banking units can place better and more 
reliable credit information in the matter of bills, payment and foreign 
exchange than what the smaller loan companies can afford to place at 
the disposal of their clients. 

The decline of the indigenous money-lenders' importance may 
also represent another desirable consummation to be striven for by 
every well-wisher of the country. At any rate the opportunity of build- 
ing up private money-lending business would be restricted. The amal- 
gamated loan companies can easily widen the appri-ach to the 
possession of a banking account. 

The social obligations towards employees can be better attended 
to by the larger units than the small individual banks. The present 
average salary paid to the clerks of the loan companies is far too 
inadequate for the service rendered by them and if we are to free 
them from temptation to borrow funds all financial worry and anxieties 
are to be removed by paying a fair wage for fair outturn of work. 
Eor the present there is the absence of exploitation of unpaid 
apprentices which the larger banks of the metropolis (Calcutta) are at 
present doing. The Institute of Bankers can get better regulations 
of service recognised by the amalgamated banks. 

A steadier rate of dividends and increasing size of customers would 
have its psychological effect and the amalgamation movement would 
doubtless gain further momentum. The press and the public can easily 
influence the policy of the larger units than an indefinite number of 
small scattered banking units. The amalgamated banks can 
keep alive certain efficient key industries which are important to our 
national existence and even at the cost of some economic conaderation 
the stimulation of such key industries is essential. 

Unwholesome and unnecessary competition with the co-operative 
movement has tended to dwarf its growth and the co-operative paove- 
ment of this (Bengal)' province has not progressed so favourably as in 
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the Panj-J), Bombay ot Madme. In apite of aiverafied aoBvity in 
the Bold of non-credit co-operation each as in the matter of pmancbon. 
■■rrijeriee and anti-malarioi eociolioB, the financial reeonrMB at the ^ 
of the credit aepoct of the'oo-operative moTemont would hoTO been 
far larger than is the case at present. This is a sheer loss of energy 
and waste of money. 

Small loan companies acting as separate units would suffer from 
fundamental defects. The province of Bengal cannot boast of enough 
talented banking management to supply several hundreds of banks 
with able direction. Again effective supervision of hundreds of banks 
is an impossible task for the regulatory authority. The desirable 
degree of diversification of business does not esist. The weaknesses 
of the unit banking system experienced by America are being reaped 
on a larger scale by the Province of Bengal on account of the existence 
of too many small independent loan companies. 

The amalgamation movement would easily extinguish and absorb 
what is objectionable and dangerous in the haphazard and ill-balanced 
loaning methods of the present small-scale banking establishments. The 
present tendency to combine both short-term credit and long-term 
credit without adequate preparation to meet the depositors’ call is wil- 
ful negligence of the sound canons of commercial banking. 

There would be increasing development of demand on the part of 
the Government, the municipalities, and the district boards, etc., for 
capital. Hence greater banking units are essential and the evolutional 
trend of development in international and foreign banking points out 
this tendency. It is taking place elsewhere rapidly in a reasonably 
orderly manner. Bengal has to move with the times. It must move 
with the stream or be left behind. 

Such then is the brief outline of some of the advantages arising 
out of the amalgamation of the loan companies of Bengal. It is a 
matter of gratification that the Bengal Banking Committee favours the 
amalgamation movement recommended by me. 

Gan the proposed Bengal Federal Bank stem the tide ? 

The formation of the Pederal Bank or Big Financing Corporation 
for the loan companies is indeed a less drastic remedy than the adop- 
tion of the amalgamation movement which can only be accomplished 
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over a long period of years and perhaps with doubtful results if it is 
not carried out in the proper way. Preserving the complete internal 
autonomy of the loan companies the Federal Bank offers less violent 
changes in the banking reorganisation than would accrue if the amal- 
gamation movement is to be encouraged. Whether they exist as at 
present as small independent bodies or become welded into large units 
it is essential that they should pursue vigorous advertising campaign 
for deposits and provide at the same time convenient facilities for 
withdrawing the same and fake adequate precaution for protecting the 
deposits. Can the Federal Bank be considered a substitute for sound 
banking practice ? 

The essential idea of the Federal Bank itself is to secure a loan 
combination to expand and regulate credit facilities for the common 
pursuit of interests such as promotion of trade and industry. I would 
substitute absolute and complete fusion of the different loan companies 
operating at the different centres into one big bank and at the top 
there would be the Central Bank of Issue and direct access to it would 
not be denied. Such real banking concerns should arise instead of the 
present money*lending concerns which they tend to become as a result 
• of unenlightened management. 

Unwholesome competition is a great evil and with greater re- 
sources secured by access to the Federal Bank they would still farther ^ 
compete so that the axe may fall even on the most efficient. 
Which is preferable-stagnation, slow and painful process of extinction 
or the resurrection, reconstruction and rationalisation of the banking 
business arising out of amalgamation ? Of what avail is an overgrown, 
unmanageable and uncontrollable loan company finding it hard to 
maintain a productive investment of its loanable money ? Some of 
the loan companies are finding it difficult to establish the equili- 
brium of the balance-sheet without sacrificing the h'qnidity of their 
assets. Unless the widening of the area of their activity takes place 
stagnation alone would be the inevitable result. Since these lines 
have been written some of the Moffusil loan companies have followed 
this advice and have opened branches in Calcutta. They must issue 

* It is on this gtonnd ibat the sa<fgeBtion of creating an *' apex " bank as finaniang 
cbrporation for the loan compBniea, wLioh baa been euggeated by the Bengal Pnmndal 
Enquiry Oommitfee, baa to be discarded. 
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receipts iD proper fom SOM 

„a ssoore stability. Stwidariisea oredit i.«trnmeiits 
must be used by them. 

Is there any certainty and guarantee that accommodation \7iU be 
made by the Bengal Federal Bank without undue favouritism ? It is 
not only essential that the Bengal Federal Bank should pay due heed 
to ‘ intrinsic soundness ’ of the borrower’s security but the due claims 
of other member-borrowers would have to be borne in mind. Would 
there be this impartial attitude in extending credit to different member 
banks ? Would there be ample resources at the back of the Bengal 
Federal Bank to bring about a just, equitable and adequate distribu- 
tion of the same amongst the different member-borrowers ? The 
Bengal Federal Bank should attract long-term deposits. As enough 
work can be found for both short-term as well as long-term resources 
the Bengal Federal Bank should be capitalised on a big scale. 
Although it is proposed to grant loans to members alone and no dealings 
with the outside public are contemplated still the demand for long- 
term credit can be great. Short-teim credit can be easily granted 
and as new avenues for it in the shape of demand for remittances, 
discounting bills, and maldng advances for financing crops and enabl- 
ing the agriculturists to hold up their crops against low prices would 
be found the nightmare of too large capital should not haunt the 
minds of organisers. On the other hand if it is undercapitalised no 
appreciable results would be secured under any direction. Success is 
always on the side of big battalions. 

An efficient system of supervision of the individual loan companies 


diould be established as it is contemplated to advance B nma 

without taking any collateral securities from member-borrowers. It 
should act as a guiding, controlling and co-ordinating force so far as 
joint interests are concerned. The individual independence of the 
loan company is in no way assailed but the definite guidance and 
watchfulness of the Federal Bank would be of great help to them. 
The individual small loan companies can secure ready financial support 
from the Bengal Federal Bank. As an emergency improvement it 
WOTfld prove very suitable for weathering any financial disturbance 

ansmg out of the depositors’ nervousness. But as a permanent remedy 
for aU the evils that loan-companies are at present subject to it is 
doubtless mfetior to the suggestion of a Central Bank of Issue. This 
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is far more preferable to the starting of a federal bank for loan com- 
panies alone. In case of the G. Bank of Issue the Act of Incorporation 
may be specifically framed so as to forbid discrimination in favour of or 
against any member bank. The aim of a Central Bank is to aid all 
branches of economic activity, the producer, the manufacturer, and 
the farmer vpith absolute impartiality. Its elastic note-issue would 
enable it to meet the legitimate demand for genuine credit expansion. 
Its periodical scrutiny of the member-borrower position would tend 
to elevate the standard of banking into a higher plane. Its greater 
strength, authority and scope would enable the Central Bank to bear 
any additional burden and if the larger loan companies co-operate with 
the C. B. of Issue the problem of banking reorganisation would 
be easily solved. 


Why not depositors as directors t 

Although the Bengal Federal Bank is to be a bankers' bank 
individuals are permitted to own shares and be elected to the Board 
of Directors of the Bengal Federal Bank. Though the constitution 
of the Board of Directors would be of a mixed type consisting of 
individuals as well as representatives of loan companies it might fail 
to inspire the depositors with auy amount of confidence. Throughout 
the history of Indian banking tbe roost noticeable feature has been 
the lack of confidence which the depositors always evinced 'at crucial 
times, with the result that even sound and solvent bankers who com- 
mitted the fault of locking up short-dated deposits in long-dated loans 
came to grief. Doubtless many depositors would be attracted towards 
the Bengal Federal Bank and it should boldly come forward and 
secure legal permission to incorporate the following suggestion. 
Directors can be elected to represent the depositors and if these sit 
on the Board of Directors ® the depositors would feel some sort of 
protection and as this matter can be easily arranged no opportunity 
should be lost to adopt this salutary practice in the Federal Bank’s 
operations after securing the necessary legal permission to do so. As 
the present Indian Companies Act does not permit any other than a 
shareholder to be a director this innovation cannot be secured but if 


Such a thing is permitlea in the field of the Bashing ayatem of Denmark. 
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pouring oil on troubled waters. 


The Bengal Bankers’ Federation. 

Thus far the advantages flowing out of the activities of the 
Bengal Federal Bank and its inferiority to our suggestion has been 
pointed out. Coming now to the non-finanoial activities of the 
Bengal Banker’s Federation, the following aims of the same should be 
borne in mind. 


The aims of the Federation. 

Broadly speaking, the main aims of the newly started organisation 
are threefold in number. Firstly, it is proposed to form a permanent 
and authoritative organisation for the constant review of all aspects 
of banking and promote its development on sound lines by inculcating 
measures leading to the wide diffusion of banking knowledge, by 
limiting or securing legal measures conducive to the best interests of 
the indigenous banks and their business by adopting uniform and 
standardised forms of contracts, etc., and promote banking intercourse 
among practical bankers and others interested in banking. Secondly, 
it aims at the elevation of the technical knowledge of bank officers 
in actual charge of practical banking business thereby lessening the 
scope for bank failures due to inexperienced and injudicious banking. 
Thirdly it proposed to found a bankers’ bank which would be of 
substantial use to the banks and loan companies of Bengal and ensure 
the free flow of capital from the metropolis to the Moffusil and otce 
versa. Another laudable object is to promote the continuous investiga> 
tion into banking problems of our country and publish the results of 
the investigation and other facts bearing on all problems that concern 
banking business so as to guide the' people conducting practical 
banking work on sound and unimpeachable lines. Still another 
function which would add to the material progress of the province is 
the attempt to organise Stock Exchanges in prominent centres and 
promote the investment hi^bit on. the part of the people. 
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General long-period effects, 

A cursory glance at the different aims of the Federation would 
reveal the fact that if it is successfully worked and if concrete and 
decisive action is taken according to the plan it is bound to have 
some beneficial influence on the financial progress of this province. 
It is nothing but a co-operative effort on the part of banking experts 
and practical people in touch with banking to prevent mismanagement 
of banking business often resulting out of incompetency or ignorance. 
The proposed object is to prepare the ground for co-operation between 
the different isolated banking and loan companies working in the interior 
of the province and enable these loan companies which roughly 
number about 800 to take concerted action in common matters which 
may effect them vitally. The best form of credit policy and finan- 
cial organisation needed for the province can be created as a result of 
its deliberations. 

It has become indispensable in every walk of life, be it money- 
lending or business endeavour or pleasurable undertaking, to co-operate 
with each other and establish a joint pei'manent organisation for the 
purpose of securing the desired ends and aims. If a new banking era 
is to be started in the province it is high time that this Federation 
should be recognised ofQcially. 

Business efficiency and business statistics in tbe field of banking 
would not be forthcoming without the assistance of such a federation 
as this. Effective publicity and preseotation of Banking statistics 
in place of present secrecy would create stability and confidence. Like 
the British banks the Indian Banks lag far behind the American bank- 
ing institutions in the matter of publicity. 

The Bengal Bankers’ Federation should follow tbe American 
Banking practice and seek to publish its facts and figures. Banks like 
other institutions do not stand to gain anything by placing their light 
under the bushel. It should likewise follow some of the salutary 
measures adopted by the American Bankers’ Association in the develop- 
ment of agriculture. 

Tbe necessity of active propaganda and continuous action must 
not be ignored. Many of the Agricultural Associations of Bengal are 
in a state of suspended animation, Better banking knowledge, bett^ 
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banking service, and better financial facilities ate essentkl. With 
reference to the provision of common aims such as bettw banking 
knowledge it is its bounden duty to co-operate with the Ml-India Insti- 
tute of Bankers which was started just the other day at Bombay 
under the ae^s of the Imperial Bank of India. 

Since the above lines were written the scheme of the Bengal 
federal Bank and the Bengal Bankers federation have vanished 
into thin air. Nor has the suggestion of the financing ccopotation. 
made by the Banking Committee materialised. Instead of that we 
end the leader of the B. N. Chamber of Commerce vainly appealing 
to the Central Bank of India to help the frozen loan companies in 
the matter of liquefying their assets. There are others who suggest 
more detailed regulations for loan companies so as to limit the amount 
of deposits which cau be attracted, to prohibit loans to directors, to 
limit the payment of directors’ fees to the directors in proportion to 
profits earned, to get the accounts audited by Government-appointed 
auditors, and to provide for the compulsory formation of reserves so 
as to meet unforeseen losses. 


Diffioulim in the path of the amalgamation movement. 

The amalgamation would indeed be of slow and gradual growth 
and in the first instance it should be confined to the tmion of all loan 
companies in one and the same local area. There would be difficulties, 
oomples questions and burdensome details which would have to be 
solved in the matter of securing this desirable consummalaon. Given 
an enlightened leader the process can be discnssed and arranged fqr 
and success can be achieved. By bolding conferences the directors 
can appreciate and learn the basic fects of the sitnation and if 
specialists are consulted the question of fusion would no doubt be 
easy. Conceutmtion in banlmg is always easier than in the case of 
industrial companies and their different plants and establishments. 
Sound leadership, breadth of vision, spirit of give and take and desire 
to collaborate and the placing of more reliable information by the 
present over-secretive directors are essential for the success of the 
movement. The satisfaction of the shareholders can be easily arranged 
when proper valuation, and conservation of the investments are made 
by the promoters. The abnegation of pearsonal jealousids and ambitions 
• 36 
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and the pursuit of general good are essential to carry out the amal- 
gamation movement. The inherent good sense of the shareholders 
would not fail to make them realise the consequences or the end of 
the amalgamation itself. The state can facilitate the movement in 
many ways. Stamp duty may not be charged whenever a mere 
incorporation of the loan companies is made under a new company. 
When fresh capital is attracted the stamp dnty may be levied. Special 
rebates and allowances were granted in G-ermany to enable the steel 
merger to take place. In some cases the previous British Govern- 
ments allowed similar concessions in case of industrial companies, vig,, 
railways and mines in England. Such a favourable attitude would 
undoubtedly facilitate the progress of the movement. 


Gonchmon. 

A good impetus can be given to banking and all other industries 
dependent on it by a sympathetic handling of this idea. It is only 
by sucli an enlightened policy that the long-term credit needs of land- 
lords can be met in this province. Several of the larger or amalgamat- 
ed loan companies can specialise in mortgage business and with 
some amount of caution conduct successfully this land mortgage bank- 
ing as some of the joint-stock land banks are doing in the U. S. A. 
This can be linked to the F. L. Mortgage Bank when it is started. 
Others might elect to specialise in short-term loans to agriculture, trade 
and cottage industries of the localities. Consumption needs can be 
encouraged by some who might develop instalment sales and methods. 
Unless there is specialised attention and rational and systematio 
division of labour in the matter of credit facilities by each re-organised 
larger loan company, the cry for state aid and state control over the 
present loan companies is bound to be repeated. Greater functioual 
specialisation among the larger loan companies affords the proper key 
to the solution. 

u The Hindusthan Co-operative Bank spectalised in tending on bnildiog 

properly. ' ... a 

U Mr. N. B. Barkar insiaU on this mnch-needed credit apedaliastion on toe 
part o£ lihe loan companies, ffia suggestion is that some of them should foUow 
'the vrorking model of the finilding societies and Friendly societies of the "West. 
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Frankly stated there is not much immediate justification in organi- 
sing co-operative land mortgage banks for long-term credit because 
the landlords make little demand for long-term credit for agricultural 
improvement purposes and this they cannot do in the near future even, 
as there are co-sharers in land. Advancing credit in competition 
with the present loan societies is dangerous. It would undoubtedly 
lead to the making of unsound loans and undue lowering of the rate 
of interest which may be beneficial to the borrower only if a right use 
of easy and cheap credit is made. It would however spell ruin 
to the competing institutions. Unless the whole situation is studied 
carefully the starting of the co-operative land mortgage banks should 
not be thoughtlessly done. Theoretically speaking, the organisation 
of long-term credit tending to reduce the rate of interest would be a 
boon to the owner-agriculturists but in Bengal at present this is not 
immediately possible or feasible. Our serions endeavour should be in 
the first instance to study the present-day position of the loan com- 
panies of Bengal and give them a recognised and usefnl place in the 
credit system of this province. It is sheer folly to force this private 
enterprise out of business by starting a brand new organisation. It is. 
the unsatisfactory state of these small banks and loan companies that 
makes one suggest banking legislation and enforce it by public inspec- 
tion It is the mistakes of these that recoil on the head of the 
bigger joint-stock banks however prudently they might be conducting 
their practice. 

Some of the loan companies might act as ''Morris plan banks.” 
Some of the loan companies might be developed into investment 
agencies specialising in this line. Some of them might undertake 
commercial banking and acceptance business and improve the 

** Since these lines have been -written the PzorincnBl Banking Enquiry 
have not only endoisea the Amalgamation idea bnt in order to check the defects, they 
anggest the firing of minimnm paid-np capital, the prohibition on lending on their own riiare 
capital, imestment of reserve funds in P. 0. Saringa banks, the eepararion of 
enhsidiaxy non-banking bnsiness and the checking of widow-dressing tendency 
of bank balance eheets. These can be tacked on to the general banking regnlatione 
that might be enacted in the near future. A separate loan office legnlating Act may not be 
necessary. Banking ia a federal aubject and any prorincial legislation in this field should be 
deprecated for it might break the nmformity of conditions and tempt the flight of capita' from 
ene prorince to another. 
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methods of marketing and financing prevailing in the internal trade 
centres. Some of them might undertake long-term lending like 
that of joint-stock land banks of the U.S.A. Provided they 
co-operate vvith the Apex Provincial Land Mortgage Bank which 
would be started in due course of time in this province and the 
co-operative credit societies of their particular localities they are 
bound to meet with success. It has to be remembered that originally 
some of them were started along tiie lines of land mortgage banking. 
Some of them might undertake functions similar to those of building 
and friendly societies of Europe. Some of them might develop 
indusfa’ial financing of a type suited to the growth of the cottage 
industries existing in the province. Some of them might develop 
into finance companies specialising in the granting of consumption 
loans to enable people to purchase the industrial products. Some 
such suitable reorganisation of the loan companies should be secured 
with the active co-operation of the co-operative, agricultural and 
industrial departments of the Provincial Government. Beorganisation 
wtih the view of consolidating and co-ordinating their mutual activities 
would be absolutely needed to stabilise the position of the loan 
companies. 
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The Etymology of the word *‘Bank ” 

The terms 'bank’ aod 'banker’ are quite modern but the profes- 
sion IS a time-honoured one ^ The woid ‘ bank ’ was a German term 
signifymg a joint stock fund Th> Italians used the word " banco " 
meaning a heap of money or an accumulation of stock The common 
derivation of the word ‘bank’ from the counter upon which the Tf;fi.bQ,n 
“ money changer ” used to lay out his stock has been ndiculed by 
H. D MacLeod * on the ground that the Italian money changers as 
such were never called ' banchen,’ m the Middle Ages Whatever 
might be the real origin of the word ‘bank’ we see that tbe etymology 
of the word “ bank ” suggests an ongm which would trace the history 
of banking in Europe from the Middle Ages 


The meaning of Banking 

OngmalJy bankmg had its origin in the efforts of individuals to 
supply certain pnmitive wants of an advancing community namely 


J Accordiug to tbe Frauoh writer M Eevapout there were banks and bank notes m 
* H.D MacLeod, "Theory of Credit,’ 7 ol I,p 90 
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lending and receiving deposits. The process of satisfying their wants 

was by means of a f©w perfectly simple operations. But with the 
evolution of time these individual wants sank into insignificance and 
the unforeseen, much-disputed and ulterior effects of a banking system 
became recognised. The primary and original functions of banking 
namely lending and receiving deposits are still the more important 
functions but a great variety of services are performed by modern 
banks. With the advent of specialisation due to the progress of sociely 
we find a diversity of banking operations as well as institutions. It 
has fallen to their lot to finance industries, to liquidate the interna- 
tional indebtedness, to manipulate the currency system and lastly to 
mobilise credit which furnishes the life-blood of trade and commerce. 
It is futile to catalogue the range of facilities offered by modem banks 
to the community nor is this the proper place to indicate their 
limits.^- 


The Development of Banking in Europe. 

According to 0. A. Conant the forerunners of modem 
bankers were “ the individual money-changers, the Jewish money- 
lenders, and the Lombard bankers.” As industry expanded by leaps 
and bounds, as centralised government emerged out of the welter of 
political chaos and as national life became organised the necessity for 
public banks arose. The Bank of Amsterdam 'was organised to remedy 
the defects in the currency circulation of Holland. The Bank of 
England would not have been ushered into existence so soon but for 
the necessity to finance the Dutch Wars of William 111, Sing of 
England. So European banking understood in its modem sense is 
barely three to six centuries old. But India on the other hand had a 
widespread banking organisation some centuries before the term 
modern ”bank” had been coined. 


The origin of ** banking ” in India. 

Evidence is forthcoming in abundance that the business of bank- 
ing was perfectly understood by the people of ancient India and fairly 

3 For a brief enumeration of the important economic Mrwcee of benbe, aee my 
•• Banking," Section on " Economic Services of Banks." 



28T 


the indigenous BATOR OB INDIA 

practieea by them. In early times the gmWs of inaividuals issned 
coins as \?eU ns credit inetcaments. Dr. S. V. Ketkar apeaka ^ 
eighteen gaiWs of different trades and the Mahasethes arbitrated in 
matteTB of dispute between the different guilds.* Dr. Pramatbanath 
Banetjea quotes from Gautama, Brihaspati, and Baudhayana verses 
which regulate the rate of interest.* The institntes of Manu give us 

rules regarding the rate of interest and the policy of loans.* Kautilya 
offers some interesting advice on these points.T Sir W. W; Hunter 
gives us valuable information as to the manner in which a private 
banker sets up his business.* The practices of the village bankers of 
the early part of the 19th century are dealt with in detail by Mr. A. F. 
Tyler.^ Mr. Thotbum describes vividly the ^'greed of gain" on the 
part of village '‘bauias" of the Punjab and the mefliods of operation 
which tended to reduce the agricultnrists into a state of abject slavery** 
Some glimpses of the indigenous system of money-lending and banking 
can be obtained from Mr. Malabati's account of Gnaerat.** Sir 
Bicbard Temple testifies to the fact that banking business was carried 
on by our ancients. He estimates **the number of bankers to be one 
hundred and eighteen thousand of which some are money-changers. 
There are half a million villages and there are about two bankers to 
every village."*® The recent Census of India estimates the nnmber of 
bankers to be about l,d61,0Q0 but it includes bank managers, money- 
lenders, exchange and insurance agents and money-changers. Speaking 
of their locale it remarks that ^'banks and money-lenders are plentiful 
in (he Punjab, their number exceeds the general average in Bombay, 
the Central Provinces and Berar and the United Provinces while in 


* Sea S. V, Nettar, " Hcatory of Oaate in Inaia,” m 1, p, ss. 

s See Dr. P. N. Baserjee, *' Fablic AdniDietmtioo in Jaih," 

* See Boroell am) Hopkins, *' Ordinances of Uaan.*’ 

* S« Eantibs'a “ Artbssiiastrs "-R. Blums Sbaatri's Twaslation, Book Iff 

jitera XI to XIII. * 

* See tbe Imperial Gazetteer of Ittdia, Vol. IV. 

» $ee“Tbe Qmiidenfiona on tke present Pditical State ot2odu,»2m g Vob 
M7S^' * " ^“"***“““* iloney-leadeta of the Punjab,” Chapter Vff, 


^ flee his " Gnzerat and the Gnzerstees.” 

** SirB. TeuipIe'eliectuTe before tbe Institute of Banbeza 

Inslhnle of Bankets, Voi. li, ISM, 


l4indon.~-7onrnBl of tbs 
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Assam it is only 1 per mille.” w Epigraphic eviaence as regards the 
prevalence of banking in Ancient India can be cited from the pages of 
the Indian Antiquary. Dr. fiadha Eumud Mukherjee cites both literary 
and epigraphic evidence as regards the prevalence of banking in ancient 
India. 1* 


Lack of data and precise knowledge. 

Barring a definite exposition of the organisation and methods of 
banking and money-lending no analytical method of study and practices 
of the indigenous banking system can ever be written as there are no 
published figures of their operations. No accurate knowledge and real 
understanding of the precise issues solved by the indigenous bankers 
can be forthcoming due to paucity of relavent materials. No statistical 
information of their business has been collected by the previous rulers. 
Even now the situation is not improved to any extent. 

The lack of political tranquillify for a number of years must un- 
doubtedly have told very seriously on the banking houses in the diffe- 
rent parts of the country. The indigenous bankers plied another occu- 
pation notably that of merchant or trader and shop-keeper. Invest- 
ment in real state was the most common occupation in addition to 
banking business. A banker qua banker did not exist in the past. 
•Even now the situation is not wholly changed. It is seldom that they 
restrict themselves to ordinary banking business. They perform a 
multiplicity of operations and this renders difficult the study of the 
methods of the indigenous bankers. The word “ banking *' is loosely 
used in the sense of mere money-lending even upon security such as 
real property, agricultural produce and industrial products. The loss 
or decline of their hundi business and agency business due to export 
firms having their own branches have to be tackled. 

The past status of the indigenous bankers. 

Many of the indigenous bankers held high political authority at 
the Mogul Courts, specially towards the closing years of the Mogul 
regime. The advent of the British Buie has no doubt deprived him 

M Fide aieCensns of India. 1921, Vd. I. Chapter on “ OeonpabW’ The prerions 
CBtimateeinlSOl and 1911 were 1,166,000 and 1,123,000 respectively. For 1931 Oeneua 
egwee. see Supplement to the Gazette of &dia, 19th Sept.. 1981, pp. 6^608. 

M See Dr. R. Mukherjee, '* Local Government in Ancient Lidia." 
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of hia political importance and prestige. The political inflnence of 
Jagat Seth « and Omichand during the Plasaey Days is well-known, to 

« A brief history of the House of JaRot Beth.-The founder of the house was a 
Marwsri Baipnt who immigrated from Jodhpur somewhere about 1695 and settled 
and began moneyiendingbusiDess. His seven sons migrated to different parts of Bengal. 
The eldest son. Manik OLand , migrated to Dacca and became the Oonrt financier of the Dewan 
Hursbid Knii Khan, the founder of the house of Mntehidabad and to him was given the 
title of Seth. His adopted son, " Patechand,” was given the hereditary title of Jagat Seth 
" or tho banker of the world.” Patechnnd was a member of the 'Council of Shnjahuddin 
Ehan and was largely instrumental in installing Alivardi Kbsn in the place of Sarfarae Khan 
who insolted the honour of a lady of hia house. The next bankers to control the firm were 
Mahabat Bai and Swamp Ohand. The finances of Bengal lay in their hands. “The pay of 
the army and ciril administration depended on their hononring the orders for payment made by 
the Nawab. They stood security for revenues of farmers and regulated the rate of exohange^ 
being according to a letter sent by the Calcutta Council to the Oonrt of Directors in 1768. the 
solo purchasers of all the bullion imported into Bengal.” Orme says that the “ Prench 
East India Co.,” at Chandemagore was indebted to them to the extent of 1} millions of 
Bnpees. He also states that Alivardi Khan received a present of 8 laUis of Bnpees from the 
Seth as a contribution to support the expenses of the SI ahashratta war.” In the year 1742 
they felt the first stroke of ill-lnck when a hlaharstta horde— part of Bhonsle's defeated army 
at Bordwan,— swooped down on the house of Jagat Seth and carried away two crores of Arcot 
Bupeea. In spite of the loss they carried on their banking business and in 1749 they lent the 
English 12 lakhs of Bnpees. From this date their influence is to be noticed in the affairs of 
the English Easb India Conmpany in India. Nawab Burajdaula on account of his crnelty 
and ii'jiistioe soon became unpopular aud fell out with his banker the Jagat Seth who nfnseJ 
to raise three crores of Bnpees from the European merchants. His open insult to him in 
the Durbar led to the letter's intrigue with the English officers of the East India Com- 


pany. According to the French writer Law the Jagat Seths were so powerfnl that they 
could have installed a new Nawab on the throne without the help of the Europeans but as 
time was of importance the Seths who feared the confiscation of their wealth had to join 
hands with the English who were anxious for their very safety. It was in the house of Jagat 
Seth that Watts, Walsh and Scrafton met the ill-feted Aminchand to work out' the 
details of the plot by which Mir Jafar higied to obtain the Sobasbip of Bengal. The Jagat 
Seths continued to flourish under the new Nawab and their rolations with the English 
more friendly. When Jagat Seth revisited Calcutta in 1769 the English 
a cost of 12,000 Bnpees. 


When Mir Kasbim came to the Mosnnd he did not tolerate the friendship of Idle 
and after the recapture of Patna from Mr. Ellis he drove every E n gliahm nn out of the doi^i- 
nion and conveyed the bankers to Mongyr. When be was completely defeated by the English 
at Jhario he got his European prisoners shot down by his soldiery. Bamnaiayan of Dacca 
was cast into the river. Baja Baibnlluv Punt was put to death with all his sons and after 
draining away the wealth of Jagat Seth he ordered him to be thrown into the Ganges from 
one of the bastions of the Monghyr fort. In spite of the survival of few muiTiiiBKft nn jjgjg , 
there the house of Jagat Seth decayed until there now remains but the mins of the heanfSfni 
Jam and Hindu temples of marble and pon.elain, the old Indian Mint and the mem skull of 
once magnificent dwelling of -these bankers in the vidnily of Mdhinpon near Murshid- 
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students of history. The Seths of Madura exerted much influence on 
the political history of South India. Historians have recorded that 
these bankers granted loans to rulers and financed their long protract, 
ed war8.*e Every Native State had its banker who took an active part 
in the financial administration of the Princes’ territories. The indiga- 
nous bankers continued to play their usual economic role in finaw..;ng 
trade. Some of them financed the wars of the East India Company’^ 
and till the European Agency Houses and merchants successfully 
settled in the country the coastal trade of Bombay with Arabia and tbe 
South African territory was financed by the indigenons bankers of 
Snrat.^^ Many of these old houses have disappeared and tbe 
modern indigenous banker finances tbe iuternal trade of tbe differeot 
provinces and plays an important part in the financial organisation 
of the money markets in the different cities. They are tbe 
recognised money-lenders, money-changers, bullion merchauts and 
finandal middlemen. 

Gontactioith Western eivilmtion. 

With the advent of Western business methods tbe cultural 
superiority of the indigenous bankers began to decline. New insti- 
tutions such as tbe Civil Courts, tbe Laws of Contract and Iiimitation 
and the legal practitioners soon gave scope to tbe indigenous baukers 
or the depraved money-lenders to exploit tbe peasants and ryots who 
did not know how to make a fair use of the rights of occupancy and 
ownership conferred on them. Money-lenders soon degenerated into 
land^abbers and the pristine honesty and sornpnlons regard for truth 

abad—tbe oa^tal of tHeNawabs of Bengal, (ajhadetafla axs ga&azta from tbe SdeelfeBS 
of fbo Oalcatta Gazette, Orme'c Histor; of Hmawlbaa aaH O'Mallej’a Bulot; of Bo gal, 
fiibar and Orissa.) 

W The Nagarseths of Bengal financed the local Nawabs. The PoAawea of Poona were 
financed by tbe indigenons bankets. 

ir One Bansital Ahachond financed ihe Government of Bengal during the days of Greet 
Mutiny of 1857. 

M Bot a detailed i^toiy of the Bonse ct Arjnnji Nath^ of Snratsee my book Orgam • 
ad Banking in tbe Days of John Company," ' 

B For some past services of the Indigenons Bankera of Bombay see my paper. 

8pedfio8atvice8ofthe3hd.genoa8 Bankers of Bombay." Paper mad before the Gwalior 
‘ Session of the Historfoal H^ds Conference, 1^. 
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BoonbMame dimmed by the more materialistic tendencies that have 

been introduced of late into the calm and placid 
social life. Noticing this vicious change Sir R. Temple rightly 
remarked that « the passing of English law of bankruptcy has demo- 
ralised the native bankers of the Presidency Towns.” Throughout 
the nineteenth century and in the first two decades of the 
twentieth century new rival financial institutions were being created 
with the result that the indigenous bankers find their sphere of 
business restricted. They are fast losing their prominence but they 
are making no efforts to adapt themselves to the altered circumstances 
of the day. Instead of developing into modern bankers pioneering 
corporate financial activity they prefer to conduct “ mixed ” banking 
business in the same old traditional style.®' Solidity and economy 
are no doubt prominent features of their banking business but they 
are lackmg in adaptability and initiative which characteristics also a 
sound banking system should possess. 


Several names. 

The indigenous bankers of India are known by several names in 
the different parts of India. The most common names are sancar^ 
bunniah, chetty, nanavathy, nattukottai chetti, the multani, 

» See Sir B. C. Templr, Lecture before the Inetitnle of Bankers. 1881, Vol. n 
fJonmel of the Tustilnte of Bankers) 

n Vide the Chopter *' The Indigenone Banker— The 0. B Enqniiy Committee Beport. 

tr In the earlier days of the B. T. Co., the native manager of an English agenoy honse 
and of a ship oaptain was called Miittaddi by the natives and banians by the Bnropeens. The 
banian was really the factotom of houses and captains and dne to the absence of any 
Eniopean banking establishment had the sole charge of their monetary transactions. The 
native agent was necessary as the goods of tfaeCompaoy’s officers conid not be sold directly to 
the natives on account of the ignorance of the native language on their part. TTi gli . «tts t f f 
Hindus refused to act asbanias as the investments of the Company’s officers* usually included 
wines, liquors and other provisions which could not be touched by the high caste TT.nd n » 
A washerman of Ccdootolah was entreated with the duty of selling the investment and this 
dhohy gradually set up a partnership with three other friends to manage the sale-business. 
Seeing the lucrative nature of their business legions of high-caste BIndns appeared to set aa 
debus to the eaptaina of ships and the name dobos was changed to bamanship. After the 
withdrawal and abolition of the company’s monopoly several of the identical banians served 
them again as their merchants and agents. (See the Seleetions from (he Cafeutta OoteHt— 
Careg — “ Hon ’hie the John Company.) 
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the arora, the rathy, mahajan, and the shroff. The well-known indigen- 
ous bankers often referred to as the mahajan, chetti, banniah 
or saucar have almost become an indispensable £gnre in our social or- 
ganisation and a necessary factor in the agricultural economy of the 
country. His position in the financial circles of the Presidency 
Towns is unique and here he is referred to as the shroff. 

Indigenous banking business is purely a family concern and has 
become a hereditary calling in particular castes and classes of soaety 
such as the Marwaris, the Jains, the Multanis, the Nattnkottai 
Chettis and the Kallidai-Kurchi Brahmins. Almost all members of 
this caste or class possess fairly good business knowledge. They are 
remarkably astute and frugal in their habits. They have a special 
natural aptitude for earning and saving money. Generally no new 
ideas appeal to them. Their conservatism and traditional resource- 
fulness are undoubtedly strong assets and save them from many a 
bad debt. While the small money-lenders can be considered as a set 
of low userurs the more wealthy of these indigenous bankers are 
private capitalists owning magnificent sums and though they are 
often averse to the principles of joint-stock banking they form private 
partnerships under the management of the senior partner. They 
seldom reveal their transactions to the public and it is only when these 
firms occasionally fail that the general public know the real magni- 
tude of their operations.^^ ^ey are most courteous to their 
customers. They can entertain their visitors with great intimate 
and much friendliness but are very reticent or maintain strict secrecy 
regarding their business affairs. Very often in the old days they were 
appointed as trustees for village endowments and the management of 
.these lines of property tended to increase their business knowledge, 
'pecuniary resources and social status. 

But the one great defect of the private banking business of the 
indigenous banker is that it is usually hereditary in the family. A 


. » llie failure of gnMmrnni Paul and Coainatb Paul, a bouse of 20 years* standing regarded 
to-be tbe oldest shroffs in Calcutta, took place in 1888. •* Their tranaaetions often amounted 
'to eeveral lakhs of Rupees hut the failure ■was limited to about a coaple of lathe and was 
forced upon the acting partner Cossinath by a quarrel with his brother about their jmnt 
reoponsibility for Ices on opium that year which the laiter was supposed to have ample mesus 
of making up.” See the Aaiatio Journal, June, 1888. 
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man who originally wka the pnvate bank may be a good banker, 
financier and busmeBB man bnt it does not always follow that hie son 
who in all likelihood and certainty inhents the bnainess will be capable 
of running it The private bank wants oontmmty of able talents 
in the family It is difficult to find that all these factors are satis- 
factonly obtained in a pnvate bank The efficiency and driving 
power which are to be found in lomt stock banks are seldom visible in 
these pnvate banks The joint stock bank is not handed down 
by the deceased father to his son but is always under efficient and 
capable management This is one feature that is telling heavily 
against the indigenous bankers The verdict of history has gone 
agamst them m England and the Western countries but our indigenous 
bankm» show no sign of speedy extinction The starting of the oo 
operative bank or credit movement is itself a grave and serious warning 
that they have outlived their period of usefnlness If at this time 
v.hen the general banking machinery of the country is being reorga- 
nised they refuse to become serviceable in the direction of establishing 
a leal money market m the country an attempt should be made to 
exclude them altogether from the national credit economy of this 
country As soon as the other superiorities of joint stock ** bank- 
ing over pnvate hanks are appreciated the present scope of the pnvate 
bankers would become oitcumscnbed and may even be superseded 
by them 


Punetton of the indigenous Rural Banher 

The mdigenous banker is a dealer and broker in capital Hih 
mam business is to lend money It is not purely a case of personal 
secunty Uiat he likes but the indigenous banker is the most inquisi- 
tive person of aU mankmd and the customer has to give him hie free 


« The laereasediectm^ from anpkymni ofjtm Was 

bQsniew the support which each shatehoUar can pertmaify leader to the estabhabmenf 

libflnl umtum ft * connstwiQy jntb wjtub tt oonAntB ita brnmeas sod tbs 
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confidence. Since some of the loans m:e generally for performing 
social functions or other unproductive purposes he takes good cara 
to take collateral securities to balance the amount of his loan. He 
sometimes deducts interest beforehand and pays the outstanding 
balance to the customer. He takes care to collect the debts by in- 
stalments. His rate of interest is often very high ranging from Es. 18 
to 36% and he is so merciless in his exactions that he has been 
termed the Indian Shylock.” But there has been a marked fall in 
this rate of interest due to the competition of the co-operative credit 
societies and the increase in the economic stability and peaceful con- 
ditions of society under the British Buie. But for the worthless secoriiy 
of the ryots who may merely be tenants with no title to land and the 
difficulty of collecting the original sum loaned out which has also to 
be reckoned the rate of interest would have been reduced to a lower 
figure than at present. The financing of agriculture is largely depen- 
dent on the monsoon. As this is a seasonal occupation requiring 
half-time employment for the money supplied by the banker, he is 
forced to charge a high rate of interest when it is empbyed. The 
same is the case with the shroff who is forced to charge high rates in 
the bazaar during the busy season when be has to earn enough profit 
to enable him to repay the deposits that lie unemployed in his hands 
during the slack season. Undoubtedly there has been a weakening 
of his position and he is able to thrive only in the limited area of his 
bn^esB. As the co-operative societies are gathering strength and axe 
beginning to work successfully the mahajan or the bunniah is drawn 
into the vortex of the society. He supplies the capital as he finds 
better security and no risk and the co-operation of the mahajan is to 
be enlisted on a wide scale because he is the only educated person 
knowing Rome thiTig about banking and if his services are enrolled in 
the cause of the co-operative movement it will not only result in 
the elimination of a dangerous competitor and rival but will bring 
the aid of his expert knowledge to a just cause. 

Histead of these rural bankers whose functions though they may be 
many are not so varied as those of modern corporate banking institu- 
tions or the low set of money-lending usurers who lend money at 
exorbitant rates, a more sympathetic lending agency has to be created. 
Every one has to acknowledge that such an institution already exists in 
the co-operative credit society. 
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Comparison of the momu-lend^^9 PoUoy of tlie indigenotu hankers 
and monerlenders mth the policy of the Western Jomt^stock 

^^^AUhe outset the difference between the money-lender and the 
indigenous bankers should be understood. Money-lenders depend on 
their own purse. They attempt to finance consumption loans also and 
charge higher rates of interest than the indigenous bankers who 
attract deposits, charge lower rates and grant loans for productive 


purposes alone. 

The commercial banks of other countries do not grant loans for 
long period and look up their funds in unrealisable assets. They never 
forget that all the assets of a bank should be within the quick and easy 
control of the bank. But the indigenous money-lenders do not conform 
in their business to those principles. They lend money on every 
kind of security preferably land, real estate and jewellery. As most 
of the working capital is their own they are not afraid of any 
run. But the mistake lies in the fact that they have not created any 
tangible instrument which would enable them to pass it on to their 
joint-stock bankers. The lack of such an instrument precludes or 
disqualifies them to act as an intermediary between the primary 
borrower and ultimate lender, viz., the joint-stock banks of the country. 
Any liquid paper backed by the endorsement of the indigenous banker 
should comply with the joint-stock banks. By this method the indi- 
genous banker can easily become an indispensable link in the banking 
chain which connects the farm or the factory with the modern bank. 
Lack of adaptability and initiative must be the sole reasons of bis 
short-sightedness in this respect. 

Again the European banker weighs each debt by itself. Generally 
speaking he grants loans on sufficient collateral security placed in his 
hands and the indigenous money-lender balances good against bad 
debts. He distributes his risks among his various clients. When a 
higher and more tempting rate of interest is offered he willingly 
hazards the risks but of course he has the prudence to take some kind 
-of security. So the necessity to write off bad debts is less urgent 
than in the case of the European banker and though the native banker 
does not lose his capital he gets it locked up in real estate or other 
properties. So for some time at least there is a temporary diminution 
Pf capital with which the business is run. The rural money-lenders 
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and the indigenous bankers do not nnderstand that '^the banker should 
be a Kvery stable keeper who must keep his horse always ready for 
the hire.” He should realise that ** banks are made to nmira capital 
oircnlats and not lock it up ” as P. Leroy Beauliau has said. 

It is often stated sarcastically that the Indian money-lender’s 
motive in granting loans is not a laudable one. It is the amn.] ! money- 
lender who generally trades on the misfortune of his clients pampering 
them with fresh loans till they are over head and ears in debt.ss The 
only way to extricate oneself from the money-lenders’ dutches is to 
bid farewell to the mortgaged property. The recently passed Money- 
lenders Acts are mere palliatives to the situation. The Usurious Loans 
Act of 1918, the Punjab Begulation of Accounts Act 1930, the Deccan 
Agriculturists’ Belief Act of 1879 and 1907 and the Bengal Money 
Lender’s Act of 1933, Land Alienation Acts and the Civil Procedure 
Code have made the position of the usurious money-lender very pre- 
carious and risky as the uniform and praiseworthy tendency of all these 
Acts has'been to afford legal protection to borrowers. It is only lead- 
ing to the adoption of new features on the part of money-lenders but it 
has not improved their fortunes in any way. The strengthening of 
their position would be a better line of useful reform for they are still 
an integral part of the real economy of our country. Licensing money- 
lenders with a view to check high rates of interest and check objection- 
able practices would appear to be a doubtful remedy. The education 
of the rural borrower is a better remedy and such educated (borrowers) 
should borrow from real credit agencies. Money-lenders should be 
made to join the co-operative societies or act as agents of organised 
joint-stock banks so that the ** missing link ” between the different 
money markets can be provided. 

The like condemnation cannot be extended to tbe village banker 
of the better class who generally refuses to grant loans if there is not 
proper credit behind the borrower. The above description applies to 


S5 Aco^rding to a vary widely accepted view the mein cavae of rural agncultoral indebted- 
ness is •• the VICIOUS lystem of credit of the mshaian." " AH the improvidence, extrava- 
sauce, the costly marriage feasts or fnneral ceremonies and the ruinons litigation 

due to the fact that the village usereria too willing to lend for these pnrposes.” XbeniB 
much truth in this view for •' cheap and abundant credit is always a dangerous remedy. 
Vide the Tn dmn Go-opecative Studies, p. 86. 
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ae low who are rapidly aprmgmg 

prodoote of a deceaaed aooiety.a. They ^nder that money- 
lending is the easiest way of adding to their capital. 

The Western banker will not allow his gold or cash reserve to 

remain permanently higher than what he considers necessary for the 
purposes of his business. To do so would amount to neglecting his 
business and take profit in his business which could be safely secured 
and that is a course which the banker does ndt adopt. When the 
banker’s reserve is in excess of his requirements he lowers the rate of 
discount, issues credit to a greater extent and sees his reserve gradually 
reduced to that amount below which he considers it unsafe to allow it 
to fall. Owing to the ebb and flow of his business there may beat 
times a superfluity of gold at the banks or the reserve may fall below 
the safety limit but the guiding principle is that the supply of gold 
should be folly utilised. The indigenous banker on tiie other hand 
lays much importance on the rate of interest. 


Money-changing. 

The name poddar was given to the banker who specialised in this 
line of exchanging of one kind of coin for another. In former times 
a number of mints used to work.^^ With the breakdown and gradual 
disintegration of the Moghul Empire 'the various Indian potentates set 


It The Bengal Money Lendeia' Act nhioh wee peseed in 1938 is onfy a negative leniedy 
to dieck the problem of rnral finance. It attempts to charge 16% rate of interoat as 
masimnm fignie and proposes to enforce this rate with retro^ective effect from 1918. Ten 
per cent, is fixed as the proper figure for egrtooltnral and rnral loans where componnd 
interest is allowed. Details of loans ahonld be sopplied to the borrower in 6 months if so 
desired. If any default were to arise the borrower is empowered not to pay interoat. Such, 
relief can be obtained in cases which apply to the Court for relief. The only proper remedy 
is to multiply credit agencies, i.e., oo^perative credit banks and land mortgage banks. The 
Eshnlimoney-lendeie must be deported from the rnral areas. The enfoning of an axlntraty 
maximum rate is sheer folly. Tie retrospective effect ie mischievous and the Pnn.ab 
province wisely rofnsed to enact snch a clause. It is positive in the aense that those who 
take to casnel money-lending will be disheartened by such provisiona of the act as these. 
They may create banking deposits or indostrial investments. 

” Acc^ing to MsoLeod " then were 091 kinds of gold and ailvet coins of different 
weights end firmness whose value was constantly varying." Hence "attempts to force- 
bimetallism were a fsilure.”— Indian Onrrency, p. 18, 
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up their mints and minted their own coins. This made the confusion 
worse confounded. The money-changers used the multifarious cur- 
rency to their own advantage. The money-changers were the con- 
tractors in the native state for the mint. Up fill the year 1793 there 
was an endless source of trouble and disturbance due to the multi- 
farious native coinage. The East India Company began to mend 
matters but not until 1835 could a definite well-organised uniform 
coinage be issued in silver. Dp till this time the money-changers 
began to ply a lucrative business but now this source of profits 
has dried up. 


Deposits. 

The joint-stock banks are more borrowers than lenders. They 
attract '^other’s money ’’ in the shape of deposits, part of which they 
utilise in granting loans and overdrafts. Even while discounting bills 
of exchange or making investments the joint-stock banks give the right 
to draw on them and this takes the shape of a book credit with them. 
The customer exercises this right by drawing a cheque to meet 
his actual needs or may allow the amount to lie idle in his current 
account balance in order to draw on it at a later date. Thus in 
advanced societies where banking is fully understood and practised 
deposits arise in three ways : (a) by actual deposit of cash paid 
across the counter, (b) a bank loan makes a deposit, (c) the discounting 
of a bill of exchange or the making of an investment by the 
bank may lead _to a deposit on the part of the bank. The loan 
of one bank generally becomes the deposit of another. Thus the 
banker succeeds in making the members of the community lend their 
savings either willingly or unwillingly and it is with such bmrrowed 
resources that he conducts his banking business. 

The rural -indigenous banker attracts very little resources in the 
shape of deposits. This is partly due to the fact that the banking 
habit has not' taken hold of the people as yet. Nor do these people 
possess lucrative savings to be deposited elsewhere. He makes no 
attempt to attract deposits but he certainly keeps the resources that 
poor people generally entrust to him for safe custody. He pays a 
slightly higher rate than the current rate of interest which the savings 
K pnlr or the joint-stock banks of his locality may undertake to pay. 
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He also stands ready to honour the cheques with ready payment 
in case of current accounts. So far as their fixed deposits are concerned 
the depositors generally consider it a moral obligation not to embarrass 
the bankers by making a call at any inconvenient time. The custom 
of paying fixed deposits before time whenever so required by the 
depositor might be seen in the case of the ordinary joint-stock 
bank. 

There are some indigenous bankers who in the beginning of their 
career take much care to attract deposits but as soon as they build 
up a safe and lucrative business, they no longer care to burden them- 
selves with the onerous duty of attracting deposits and bo in a position 
always to pay them at call. These people consider deposits more a 
source of hindrance than help to them so much so that it has been 
asserted that some of the indigenous bankers have willed down to their 
successors never to take up the irksome business of attracting deposits. 
The Ghettiyar bankers of South India receive current accounts as well 
as fixed deposits accounts. They pay promptly the cheques issued by 
the customers and they have adopted quite recently the practice of 
dearing cheques drawn on them. The Bank of Cbettinad is given 
access to the clearing facilities provided by the Imperial Bank of 
India. 

Again many of the shroffs, i.c., indigenous bankers prefer to 
receive deposits from friends but not from businessmen. Full well 
do they know that money from business people is liable to sudden, 
frequent and untimely calls. So the indigenous banker does not 
make it a systematic policy on his part to advertise for deposits and 
attract them by paying a stipulated rate of interest agreed to at the 
beginning. Yet it would be quite wrong to assert that he does not 
make use of ‘other’s money.’ 

To a very great extent the Moffnsil banker depends for money on 
his own purse and if he is in need of mmey he goes to a fellow banker 
who lends him money at two to six per cent, rate of interest. It is only 


“ SirR. Temple records that the Indian pet^Ie evidently of his time never drow 
cheques on deposits gave to the indigenous bankon. "It is most eslraordinary 

permit people to draw cheques on the same. 
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in the last resort that they go to the joint-stock banks for additional 
funds. Some of them view with hostility the rise and progress of 
these institutions but many of them have realised that they are a source 
of great help to them. Though in one sense they are rivals they 
confer inestimable advantages to the MnfEusil indigenous bankers. 
They render unnecessary his keeping of a large stock of diver rupees. 
They facilitate his remittances from place to place. It might pay him 
to deposit his idle cash and obtain the banker’s deposit rates of interest. 
They help him by discounting bis hnndis. The endorsement of the 
indigenous banker makes the hundi doubly strong and such a bill of 
eschange is a perfectly ideal security for the joint-stock bank to dis- 
count. Sometimes also a big line of overdraft is usually granted by 
the joint-stock bank which would aid him substantially in all bis 
operations. Thus the starting of more joint-stock banks and the esten- 
sion of their branches in the interior of the country and at the different 
agricultural centres is a source of direct benefit to him. In many 
places the indigenous bankers are coming forward to help the starting 
of new joint'Stock banks and extending branches of old and tried bank- 
ing institutions. Undoubtedly it is in the interests of this countiyi 
that progress in this direction should be accelerated. The Co-operative 
Banks afford the best solution and if this movement is encouraged on 
proper lines the usual credit needs can be supplied on more sympa- 
thetic lines than at present. 


The Banking Habit. 

The absence of the banking habit cannot be attributed to the 
indifference and apathy of the indigenous banker towards the deposits 
of the people. Nor is the want of security in the past the sole cause 
for the absence of the banking habit. The absence of savings banks 
or other institutions to store up savings, the frequent occurrence of 
famines and the poverty of the people must have retarded the actual 
growth of capital in India. The absence of a well-secured pai^r 
currency commanding the confidence of the community must also be 
held responsible for the absence of the banking habit. The rise o 
banking institutions and tolerable security arismg out of the Pax 
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gave great .amol™ to 

coviiitry.*" The following table shows the growth of deposits. 


yosi 

Freaidency 

Bauka 

Buhange 

Banks. 

Joint-Stock 

Banks. 

Total. 

1887 

11 

4 

1 

16 

1890 

18 

7 

2 

27 

1897 

12 

9 

6 . 

27 

1907 

81 

19 

14 

64 

1917 

75 

SB 

82 

161 

1919 

75 

74 

61 

211 

1920 

86 

76 

74 

285 

1925 

88 

70 

68 

211 

1980 

84 

68 

68 

220 

1984 

81 

71 

81 

284 


The shroffs and the rural indigenous bankers who receive deposits 
can be compared to the London Goldsmiths who were the real fore- 
runners of modem banks in Bengal. These goldsmiths took care of 
the money deposited with them and seeing that the whole of the depo- 
sits were never called op at once began to issue notes which passed as 
money thns bnilding up a machinery of credit which enlarged and 
extended the usefulness of the actaal moneyed capital deposited with 
them. Such an enlightened policy the indigenons bankers have never 
attempted to pnrsne even though the iBarly European Banks pointed 
out the possibilities of such an enlightened policy. The right of 


» Sea the statietical tables rdatisg to banka in India— latest issue— to have a complete 
idea of the total depoaita ; those of the cooperative banlcB, tbe P. 0. Savings Bank and tbe 
boldisga of tbe Poafal cash certificates abonld be taken into consideration. 



1918 

1923 

1926 ' 

1927 

Oo-jperative Bank deposits 

Ntl 

... 


185 

Savings Bank 

aoj 

... 

281/4 

32 

Post Office Cash certificates 

... 

4- 


40 
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note-issning was never exploited by the indigenous bankers even before 
it was annexed by the Government in the year 1861 .®® 


The issuing and discounting of Hundfs by shroffs or 
, the urban banJcs. 

All banking transactions in India are exclusively in the hands of 
the trading classes especially in the interior of the country. Funds are 
exchanged from place to place by the well-known device of the bundi. 
Broadly speaking hundis*' are mere substitutes for the inland 
trade bills. This accommodation is secured for financi ng actual com- 
mercial transactions.®® 

They can be safely compared to “ the single name Amarica n 
Commercial Paper which is freely discounted by the American 
Commercial banks. ®^ Unless these hundis are freely discounted by 
the joint-stock banks the accommodation available for the meicbants 


M SeetliB antbor's book Orgaxuaed Banking in tho Days of John Company. “ EarJy Bmi 
Vote Issue." 

^ The word " Hnndi '* ia e Farsiao word given to it by the Mabomedana. Bnt it baa 
become a generic term denoting all inatmmenta of esebange drawn in Temacolar. It literally 
measB " to ooUect.” These hdndis generally ran for an odd number of days which period was 
formeriy 4 days at Beasres, Bombay, Mmapnr and Lncknow, 61 days at Batagar and 
Fnrraekabad, 121 days at Lahore and Multan. Some were drawn payable on the llth and 
2lBt day of issue, some of them were drawn aa sight bills or " darafaanee bills.” Different 
sets of technical names were used for the three forms of hnndis corresponding to the 
*' vies '* of the English bill of exchange. The first copy of the bill is known as ” Ehoka," 
the second of the three copies of the bill of exchange is known as *' psith " and the tiiird of 
the bill of exchange is known as “parpaitb.” The method of writing ont the three copies 
also varies and the rate of discount is known as ” Biundiyans ” and varies with the state of 
trade and the standing of the parly. 

31 Some of them are pure finance bills known as band bills and the banks ate careful in 
djBnifnnting always a limited amount of such bills for the shroffs. Bee appendix to the 
Beportof the Babiogton Smith Committee. 

33 The commordal paper is used for financing domestic manufacture and trade is imed 
against the credit of the concerns while the bill of exchange and bank acceptance is an 
•' adopted child ” used for financing movements of raw materials and food-stnffs in foreign 
trade and represents specific commodities in storage or transit. See Burgess. " The Beservo 
UanlfB and the Monqr Market,” p. 1S4. 
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is naturally confinea> limited amounts. Money is advanced by the 
shroffs direct to merchants or a liundi broTcer and dealer and in 
exchange the hundis are drawn and. accepted by them generally 
repayable within 60 or 90 days. If the bazar rate is high such 
hundis are freely purchased and rediscounted by the shroffs at the 
bank rate. But if the hundi rate of the Imperial Bank is higher than 
the bazar rate the rediscounting of the hundis does not take place. 

The amount of hundis drawn depends on the state and amount 
of internal trade. Mr. Or. P. Shirras states that the number of 
hundis are on the increase but in the interior specially at Ahmadabad, 
Benares and Cawnpore, they are becoming fewer due to the fact that 
there are available at present many cheaper and more secure means of 
remitting money, thus dispensing with the use of a hundi drawn for 
remittance purposes.^* Formerly when railway communications were 
not very much developed the bankers used to earn much money from 
this source. But now other means of conveyance of money notably 
the splitting up of paper money, t.e., Government notes into 2 parts 
and sending each part separately, money orders, currency transfers 
and bank drafts are being used for remitting money from place to 
. place.®® 

With the opening of the branches of the Imperial Bank of India 
a change has come over the situation. Even the Government does 
not issue a currency transfer on a place where a branch of the 
Imperial -Bank exists. They are issued on Treasuries where the 

n !nie Javabt Bnndi remits money in this meaner. The drairer goes to the indigenons 
banker and asks to remit money to tfae payee in another place wberenpon the banker inatmcts 
Mb agents to pay money to the payee. IZbe payee has to attend tfae office of the banker and 
give a receipt for the sam reeeired by him, Xbe banker can cancel bia order to pay in caae 
the drawer faila to keep his promise to the banker. This partekes mote of tb e natnre of a 
letter of recommendation than a regnlar bill of ezcbange. 

® This practice has been psnaiised. Bnt unfortunately tbe use of high 
bank notes has been aifeoted without leading towards an increased use of bank drafts and 
cheques. 

* Local usages in respect of bnndis are so numerous, nncertain and undefined that tbe 
Gorrmuent of India feared to abolish them nn-i the Select Committee of 1878 expressly 
iotrodneedn sating clnnse in the N.l. Act recognising tbe full fmee of the local nsages. 
"Dkoni" bnndis pass from band to band like bank notes. The word “ Dham " tombp 
owner. But still it is not interpreted as bearer so as to bring the matter within the pennl 
pronsiOMof tbe Poper Cnrrenqy Act. In •* Shajog ” hnndia tbe word - Shajog ” means a 
re^cl jble bolder ot tbe baaer. Aceeptanee .is not necessary in the ease of the bnndi. 
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Imperial Bank has no branch at the same rates approved by the bank 
When postal facilities become interrupted due to strikes on railways or 
of postal employees, funds may be remitted by means of transfers. 
But an important part is played by the indigenous banker who finances 
to a great extent the moving and storing of crops required for local 
consumption and for export purposes and these loans are repaid to a 
considerable extent out of money obtained from banks. 

The hundi changes hands like the bill of exchange. The dis- 
honouring of a hundi is very rare.®^ The ordinary way of writing 
a hundi in some parts of the country is by writing transversely across 
the paper. “ It bears an impressed stamp and is drawn up in the 
vernacular " mahajani *’ as it is usually styled. A hundi may be 
drawn to raise a loan, i.c., it partakes of the character of finance bill 
or it may be used for financing trade when it approximates to a bill of 
exchange. It may be used for remittance purpose and sometimes if 
these banks have surplus cash which they require to remit to another 
place a premium may be paid instead of discount deducted. 

The indigenous bankers of the earlier days usually gave drafts 
upon any place in the world, vtz.t Constantinople, New York and San 
Fransisco. These letters of credits were drawn after letters of advice 
were given so that they might be honoured on all occasions. 
Mr. R. M. Martin says that ** these native bankers corresponded not 
only with leading shroffs in the principal cities of India but also with 
their confreres in Constantinople and in large cities of Asia. By 
this means European intelligence was before the establishment of 
communication by steam known among the natives in the bazaar at 
Calcutta long before the G-overnment received official tidings.”®® At 
present we find the shroffs of the Presidency Towns accepting hundis 
and honouring hundis of their up-country clients who are dealers in 
goods and gold and silver bullion. 

Bedisoounting traders’ bills. 

The shroff acts as the middleman between the Imperial Bank and 
the joint-stock banks on one side and the vast trading community on 

W This h«9 been the case since very early days and 0. N. Cooke testifies warmly to the 
integrity and hoaesty of the indigeoons bankers. 

M See the “ Indian Empire;” Vol. in, p. 669. 
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the other. He buys the traders’ bills, t.e., the hundiB at a high rate 
of discount for ready money and ^hen he has not enough money to 
carry on this business he simply rediscounts these bills or hnndis at 
these big joint-stock banks. The Imperial Bank considers this business 
safe as the shroff’s endorsement makes it doubly strong and as the 
shroff takes good care as to the nature of hundis there is no danger. 
He can safely be considered as the bill broker of our hundis in the 
money market.®® Like the bill broker of the London Money Market 
he usually borrows money at yery low rate in the market on " purjas, ’ 
i.e., demand pronotes generally repayable within a month. As the 
rate at which the interest is paid is 1/2 to 1% more than the deposit 
rate of the joint-stock banka the shroffs act as formidable competitors 
to banks in this respect. 

The Mulfani Bankers of Bombay consider this discounting of 
hnndis as their main line of business and they obtain handsome 
profits amounting to lakhs of rupees. Keen competition exists for 
this kind of business in the Bombay money market and profits arising 
out of the difference between the two rates of discount is necessarily 
small. But as in the L. M. Market we do not meet with a uniform 
rate of discount for trade bills in our local markets. 

In Bombay there are two sets of the indigenous bankers, uts., the 
Multani bankers and the Marwari bankers. The Multani bankers 
conduct this discounting business, lend money and confine themselves 
to banking business proper while the Marwari bankers transact other 
business. The Multani bankers purchase the hundis drawn for two 
or three months and they are discounted'generally at 6 to 9% rate of 
discount. These are rediscounted at the Imperial Bank and .the 
difference between their rediscount rate at the Imperial Bank and the 
rate at which they bought them constitutes the profits for them. The 
endorsement of the native banker is important and necessary. Hence 
the merchant trader has to pay this price. Unless a hill of exchange 
or hundi contains two supporters the Imperial Bank does not 
discount it. 

"The only difference consists in the fact that the bill-brokers of the London Money 
Market are chiefly dependent for cash on the bank. "All that the bill-brokers’*’ capital 
con«stsofi8a'‘bootandbill case’’ bat onr indigenous beakers ore more indf^ndent 
of the hankers’ help, ^ 

See Appendix to the Bcport of the Babington Smith Committee, p. 181. 
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^ There is an association of the Multani bankers which regulates 
their rate of discount in accordance with changes in the Imperial Bank 
rate. There were about 200-250 members in 1925 and a small 
committee of five members. The most senior of these bankers 
generally meet and regulate their discount rate.**® They hold their 
meetings on every Sunday to discuss common matters pertaining to all 
of them. The high degree of integrity which exists among the 
community is a noticeable feature. It is a pity the Indian joint-stock 
banks do not emulate their noble example. 

The bazaar rate. 

Ifo set of statistics can be collected which can show how readily 
and to what extent money flows from the Buropean market to the 
important money centres of the country. J. M. Keynes says the 
" native market is ultimately dependent for its funds on the European 
market.” According to him the rate in both the markets must move 
up and down in one and the same manner when money is requited 
during the busy season. The difference between the two market rates 
is due to the kind of business transactions undertaken by them 
and the nature of security attached to this business. During 
the last decade of the 19th century there existed no intimate 
relation between the two markets. Whether the conditions were 
quite abnormal as suggested by Keynes or whether the same 
facts are being repeated every year there are no official means of 
ascertaining. There is a ' spread ’ between the two rates. As 

<0 Sven in Calratta tbe Merebanti' Comroitteea and tbe Maiwati Acsociation makes 
provision for the aettlement of diapotea concerning bnndia and tbe new regolationa recently 
passed in connection with bnndia payable at sight are enforced by this Association alone. 
See the Statesman, September 28, 1928. 

A Tbe Controller of Cotreuqr in his Annnal Report makes a quotation of both rates in 
flie Bombay and Calcutta money markets and a close study of tbe rates over a period of 
several years would convince one that there is not now-a-daya a great differenro between the 
Imperial Ttank hnndi rate and the Bombay bazaar rate where keen compelative conditims 
During the whole of the year 1927-28 tbe Imperial Bank discounted bundis at the 
prevailing bank rale alone. If thia tendency continues tbe old-fashioDdd definition of bank 
rate as the rate for advances on Government seenrities mnst be given up. 

« Vide J. H. Sleigh'e letter submitted to tbe Fowler Committee. This letter o^Iams 
briefly the natnte of the sbrol&i* work as regards rediscounting of bundis with tbe 
Presidency Banka. Seo Reynas, Indian Currency and Finance, p. 196. 
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competition between them becomes keen the margin would disappear. 
The rates would naturally reflect the nature o£ different nske ui^ot- 

taken by them. The native shroff rarely discounts foreign trade 
bills** He generally confines his attention to himdis of Indian 
meriants and traders. As he knows full well their commercial stand- 
ing he undertakes little UEik in discounting the hundis. This feot 
must generally account for the difference or * spread ’ between the two 
rates. The Indian bank rates are influenced largely by the fact that 
they have to finance produce for export to foreign markets and for 
buying raw materials for the Indian industries. Shroffs’ money 
finances internal movements of crops and money ultimatdy cornea from 
the banks to repay these advances. The shroffs’ rate is considerably 
easy as he gets also " bthers” money in the shape of deposits or he 
borrows on 'purjas ’ and on account of their great financiaJ position 
they can and must underquote the bank rate to find employment for 
their funds. In the slack season when money goes a-beggmg their 
rate is one per cent, lower than the bank rate. This is the real cause 
for the ** spread ” between the two rates. It accounts for the high 
rate in the indigenous money markets also. The stringency of the 
money market and the keen demand for money makes them seek the 
aid of the Imperial Batik. Such a thing cannot be allowed when the C. 
Bank is created to control credit. If it fails to control either the joint- 
stock banks’ rate in the slack season or the native bazaar rate there 
would be really speaking no conbroi over the credit situation. Ti j lr A 
the joint-stock banks the indigenous banks must look upon the Central 
Bank as their gnide, philosopher * and friend. They must work in 
fairly close alliance with the banks and the Central Bank of the 
country. 

A committee of the shroffs can be establiabed in all the money 
centres so as to provide the first example of the discount market as 
distinct from banks. The banks and the shroffs must work in a spirit 
of partnerdiip for such a thing would be to their common advantage 

and the banks with their larger deposits ought not to murmur at the 

anxiety of the shroffs to borrow deposits from the public by paying a 
higher rate of deposits. 


Thftj VbIUb bWo iJ iv swia iieir Ijoolc 

Nwhange, Cunencsy a&d Finance. 


atjB "W. J* . Spalding, &aatacn 
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Oilier functions than banking (Non-credit functions). 

The private banker and the small money-lender generally combine 
business with trade and shop-keeping or hold land and do commission 
business and very often in order to get rich quick they speculate heavily 
in all kinds of produce. They do mortgaging business which often 
involves them in litigation. The indigenous banker specially the shroff 
speculates in Government paper during the off-season but very rarely 
holds it or lends money on it. Some of the most desperate gambleis 
in the market of speculation are to be found among tbe native bankers of 
Western India.^* Their hard business-like qualities are thus grossly 
misused and the community does not derive much benefit out of their 
business energy. These traders, bankers and commission agents can- 
not be considered as modern bankers. It is tbe shroff’s business which 
consists of bill-broking business and m addition to it lending and 
borrowing on a large scale that can be reckoned as the nearest possible 
approximation to modern banking business and in the future reorganisa- 
tion of the banking system he must be considered as the keystone of 
the banking arch. The complete fusinn of the indigenous money 
market with European money market can only be accomplished 
through this invaluable nexus of shroffs. His future position can be 
likened to that of the bill and acceptance houses in the London money 
market. His main business would be the hall-marking of bills for pur- 
pose of currency and getting tbe same discounted or rediscounted at the 
hands of the joint-stock banks and the C. B. of Issue. Rediscounting 
can indeed be a cheaper source of financing hie operations but there is 
no reason why he should be deprived of the privilege of attracting 
deposits which he is at present performing in the money market. It is 
stated that this is forcing him to charge a higher rate for discounting 
hundis in the busy season when he can find work and as he is saddled 
with heavier deposits attracted at a high competitive rate he is forced 
to pass it on to the clients in the shape of high discount rate he charges 

« Vide Sir B. Temple, “Journal of tbe Institote of Bankers," 1883. See also Sir D. B. 
Wacba, Bombay Municipal Quvernmeut, pp. 21-22. A beautiful descriptiou of Bombay 
during 1864-66 is given in these pages. See also the Sir 0. Jackson Report on the failure o 
tbe Bank of Bombay in 1868. 
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daring the a«y8 of employmta t. Joint-stock banks fed the pr^ore o! 
this oompstition and it is saggesled that it wonld be better to deimTe 

thosbioeofthis pririlege of sttreoling deporils end compensate him 

■ by giring greater rediscoanting tecilities. Ihia snbjeot will be etndied 
in greater detail in the course of this chapter. 

At Oawnpore the native bankers or the money-lenders trade in 
money, cotton, grain, flour, and other articles. Some of them manage 
the sugar and the flour mills. At Delhi the indigenous banker finances 
the goldsmiths and skilled workers. The bankers of the Bast adhere 
to the practices of the guild that are comparatively neglected by the 
great money-lenders of Europe ‘and counts jewels among their means of 
trade and not as objects or curios to be kept in their safe. He makes 
systematic advances to the goldsmiths and sells the finished product 


himself. He tries to efface the maker of the goods he sells and poses 
as the actual producer. Thus he appears to be both a jeweller and a 
banker. In Bombay the Marwari bankers deal with cotton seeds and 
shares and do much speculation in the value of these things. The 
NatiikoUai Gliettis of Madras who have invested their capital in Burma 
and who have developed the indigenous banking system of Burma 
finance agriculture on a large scale and promote habits of thrift and 
economy by the insistence of prompt repayment of both principal as 
well as interest. This combination of trade with banking business is 
becoming indispensable on the part of the rural indigenous banker of 
this country. Full-time utilisation of their money as well as energy 
would otherwise become impossible. 

In several other countries also the private bankers who do not 
subject themselves to any ofScial regulations pursue an elementary 
form of banking business in addition to other and more lucrative forms 
of business. But . the main defect of this kind of business is that the 
depositors of the private banker stand to lose their money if the 

private banker suffers on account of his outside activities. In spite of 

this disadvantage attendant on private bankers’ mixed banking we find 


« There is an indigenone banketa* aaaooiation which undettakea the daty of settling 
commewial diaputea, regnlates the discount rate, and settlea monetary claima. This 
Asa^abon ia the modern connteipart of what Dr. B. Mnkherjee deacrihea as guilds. The 
anken goilda existed in the past and some apecimens of these gnilda might atiU be seen 
m Jaipur, Moltaa and Marwar-the original home of the indigenona bankers. 
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that in almost a31 countries coaatry baokiog is admittedly of a mixed 
nature. 

Before tbeir organisation is discussed it is convenient to summarise 
their functions under lending money or cash credit, receiving deposits, 
discounting bills, financing small-scale industries and agriculture and 
ths internal trada of joountry. They do not finance large-scale industries 
nor foreign trade of the country. A few of them act as Government 
Treasurers and disbursing agents of Kailways and the Native States. 


Organisation of business 


Some of the bigger indigenous bankers have their own castemen 
employed as agents at all the important trade centres of the interior. 
The agents or " Gomasthas ** are oftentimes changed from centre to 
centre to enable them to understand the local conditions of these several 
places. When once the agent is made permanent he serves his em- 
ployer the whole of his life-time and devotes the whole of his energy to 
the success of his firm. Although the pay given generally ranges from 
Bs. 30 to Bs. 60 a month dishonesty on the part of these officials even 
in the present days of economic pressure and rising standard of living 
is of rare occurrence. These send weekly accounts of their work 
to their bead office and occasionally receive instructions from the 
head office. Their books and accounts are written in the local 
veroacnlars of the country and they are carefully audited by the 
indigenous banker himself."*® This efficient and economically conducted 
personal supervision goes a Jong way in preventing fraud on the part of 
the officials and it also gives a close mastery of facts and figures 
relative to this busineas. But acting independently with no sort of 
team-work amongst themselves they have been unable to withstand 
the competition of the joint-stock banks, the co-operative banks and 
the Exchange Banks. 

Their public spirit. 

Every year on the "Depavali” day the Marwari and Gujerati 
bankers worship tbeir books and distribute alms to the deserving 


« The village banker who ia mote e lender of money 
accounts end the Maiwari Saokare teep amemorandnm book m which they keep 
accoonts. Bnt there ie no elaborate system of book-keeping in this caao also. 
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people on that partteular day on a most lavish scale. The Brabmine 

L fed with sweetmeats and other delicious dishes and given a hand- 
some * Databina ’ or present on this New Year s Day for ^ 

new account boohs are placed on the same pedestal as the goddess 
"liakshimi” and worshipped. Some of the indigenous bankers set 
aside a small moiety of their gains in a small charity box on each 
and every item of profitable business. In the big cities where a 
number of these bankers transact business these gains are pooled and 
their general association determines the best manner in which it is to 

be spent. They are well aware of the old adage which says * Charity 
begins at home ' but are not forgetful of the saving clause that *' it 
does not end there.” 


Indigenous Bankers’ Association. 

In all the big commercial centres of modern India where a 
number of these indigenous bankers transact business they form 
associations to protect their mutual interests, decide financial claims 
and arbitrate on social disputes even. Their spirit of soda] co-opera- 
tion, their sense of mutual economic interest and the high degree 
of mutual trust is so great that they submit all their commercial 
disputes to their arbitration courts and their decisions are virtually 
carried out thus resulting in great organic and fnnciaonal solidarity. 
It has also tended ” towards the development of commmcial law in 
the country on a strictly democratic and ethical basis.” 


Is it wise to deprive the shroff of deposits ? 

Mention of this suggestion has been made already. This sugges- 
tion does not seem to the writer quite in keeping with the practice 

« Bvw in tbe matter of helping poor and deserring people one prominent member of 
the aasMatJon heads the snbscripUon lut and passes it on to the other and each member 
wntnbntes his own quota. The common realiaitioa of their aims, their aolidarito of 
interest, their spirit of mnteal help and cosiperation are all noteworthy features The 
Indian^nt-stoek banks hare no aasoolstion of their own. OTm eaeJoeTln;!!! an 
assmation would teach them all these necessary qualities thatoondnce for soecess in their 


« For a list of the bnyers of bills, Bsee Burgess, “The Beaerve — ,1 th u 

Market." pp. 13941. ’ 
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prevailing elsewhere.*® Again it would be fraught with disastrous 
consequences and tend to encourage the hoarding habit on the part of 
the present depositors who entrust their savings to the shroffs. 

The bill brokers of the L. Money Market attract funds by 
paying a slightly higher rate, viz., 1/4 % more than what the 
joint-stock banks pay their depositors. This fund forms the nucleus 
out of which he secures the needed finances for his bill-purchasing 
operations. He holds the bills provided he has the wherewithal to do 
BO. He constantly borrows money at a low rate from the banks to carry 
his stock-in-trade. Similarly the shroff's future business should 
solely consist of dealing, buying and selling bills and bundis with the 
help of borrowed funds in the shape of deposits. The joint-stock 
banks should pursue a more vigorous policy in the matter of attracting 
deposits, and the problem of stabilising the rate of discount all 
tl e year reducing it to a lower rate than at present can be solved 
by placing greater resources for discounting or rediscounting. In 
future when a change in the financing of domestic trade is likely to 
be ushered in and when increasing number of bills are to be bought 
the bill broker would himself possess great financial resources. For 
the present there are very few agencies who can buy the bank accept- 
ances. Hence a bill market cannot be created so easily in this 
country as it has been done in the U.8.A. during a short span 
of thirteen years. 

The Glass Steagall Act of 1933 withdraws the deposit privilege 
from the private banks of the U.S.A. until they subject themselves 
to Federal supervision and law. According to the suggestions of the 
author all private banks would either become registered banks or 
disappear altogether from the money market. A registered banker 
is subject to the control of the Beserve Bank. 

Secondly, if he is forced to hold the bill or carry the assort- 
ment of bills on his shelves till the period of their maturity he 
is apt to be more cautions in exercising his discrimination in the 
matter of selecting his merchant whose bills he holds. Mere redis 
counting as is done by the ** running “ bill broker in the London 
Money Market would lower the standard of selection. Although he 


<9 Dr. Badbakamal Makhorjee, ’* Democracies oi the Baet." 
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Bt-ands to pay heavily for any failure of the biUs he has suteaeded^^ 

rediBcounting BtiU he might prefer to run the nek, for unlesB thete is a 
big turnover of bills through his hands he vrould not be securing 
much profit which he can do with the greater resources he can attract 
in shape of deposits. Again if bills are drawn for a longer period than 
three months the bill broker must have ready finances to enable huh 
to sit tight on the bill till the bill comes within the period of time tar 
which the banker would be in a position to discount. It is not meant 
that the whole of the capital and deposits should be employed in the 
form of discounting but a considerable part of his business, might be 
in this direction. 


An elastic system of rural credit. 

We have already seen how the indigenous bankers specially the 
rural bankers and the smaller money-lenders play a quadruple role. 
They are the purchasers of the rural produce and sometimes the local 
agents of the European mercantile firms, the village shop-keepers and 
money-lenders. Thus the more general practice is that the indigenous 
money-lenders, who are styled bankers, as soon as they attain a 
decent stage of opulence and wealth have brought the real sedate and 
painstaking bankers like the shroffs into great disrepute. 

By the concentrating of too many jobs, or as the old saw says 
“ too many irons in the fire,” such as banking, agency, commission, 
brokerage and middlemen’s profits they have failed to develop into 
modem bankers. Besides acting as an intermediary and accountant 
as the joint-stock western bankers do, the indigenous money-lenders 
miscalled bankers generally wish to take unfair advantage of their 
business habits, greed for gain, education, wealth and social position. 
The ignorant short-sighted extravagantly-minded and long-suffering 
agriculturists too often fall a prey to the crafty money-lenders. The 
main problem here is to reduce the high rates of interest which range 
from 30 to 60 % even and deprive the money-lenders or the low set 
of usurers of their power to squeeze the improvident, wretched and 
helpless borrowers. Money-lending for productive purposes by initi- 
ally solvent borrowers is indispensable in the economic organisation' of 
not only our but any other society. Timely, seasonal and regular 

lending of financid resources at a low rate by sympathetic agents to 

40 
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ssaaj a|=^tTS3st5 or indnstnaliste 5s esssntial for Uieir nratnal pros- 
psnxj. li 5s^2iDi br TQsralr enabling nsarj laxrs, xegaia&yg profes^ond 
T^istradonj firing marimtan and mimmnm xates -of 
rnisrasf, pasang xnral insolTfincjr acts or restricting the nsiifirnchia^ 
mc^ge of land or firea propsrij for a dsfinite period alone anfl 
pconibiring fhs aHienarion of land to non-agricnltnral monej-Ienders 
riiai xfaas d^loiable atnarion can be met irith. TTi»co negafire 
maascras cannot solve ibe problems. Only podtrre remeaies snch as 
£bs creation of an slastie ^siem of roral credit and tbe edneating of 
the rnal botrotras are essential In succeeding chapters tbe creaiaoa 
of an elas&! system of roral credit Tronld be diacnffisd in detail. 

Bi'dcais ihs rural iorroiceTs. 

3nt much improremeni cannot be realised in mral economic 
crgamsation so long as ibe new banks wbicb riioold di^lais ibe 
nsafocs mon^-lgodeis grant loans for tcoprodnctive pmposes to the 
improTidsni borrowers. One scbool of opinion wishes to exonerate 
fbs Imdian agrienlinrists fiom ibe cbazge of improridence. 

Xbe advocates of ibis scbool point cot that the indebtedness d 
ihs Indian, p^ani is generaHj of a comnlaiive ^aracter. Secondlj 
aboni W% of ibe mon^ is borrowed for agricnlfnral pnrprees, f.e., 
impmvement of land and purchase of live-stock. Altbon^ fhere is 
ranch irntb in ibis remark still tbe ladr of for^gbt and knowledge 
m^es them incur improvidfint espendittire. If a scsmtimring engnity 
were so be made into tbe canses of agricoltnra] indebtedness the 
idUo^ong wonld lave to be taben into conaderation.s® Wasteful 
agy^aT - a-rnarimT Trrfi on rdigions ceremonies, social cnstoms, seasonal 
l^sts and caste dinners lead to la^irii sending giute ont of propnrfion 
so the income. "DnaRnie of ifae niiKfy of beepmg family 

bndgsis these ignorant peasantry oontract debt which tb^ find it im- 
Tosribls to repay a sadden windfall happens. Sven daring 

iavs of pnjsceriiy tbs prerionsly (sonnacted debt is not exiingniriiBa 

" St zSxs Pp« ti£ 1S33 BitJuavs fbe a^i^ssteadrag pmil^ fcca tis 

Ow-P-W- A. Tcsa ibev ssbject jibsaasl^s to leSenl snpertWto »a31rr 
13 ssEbar s3 ?dTste skUs -wasia is xBg&!iaB3 htsbsrs or Ssippsa slfageisr 

•rxsxssca^sss3E&. i»p!3B32bsi^fBs*5s5ttoi»bolo!eB3.34:i. 
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in full. It is generally spent pn some other function with the result 
that the heavy load of debt is not curtailed. Banking firms preaching 
thrift as in France or Q-ermany are altogether non-existent. A' suc- 
cessive advent of natural calamities drives him into the arms of the 
meroilesfi money-lenders. The lack of economic reserve or staying 
po.wer forces him to sell his crop to middlemen who absorb a large 
portion of the consumer’s payment. The absence of scientific farming, 
lack of subsidiary industries, the cultivation of uneconomic holdings, 
litigation and the lure of city pleasures are sometimes the predisposing 
causes which lead to agricultural indebtedness.'^^ Education must 
open the eyes'of the illiterate agriculturists as to the danger arising 
out of wasteful social expenditure. The growth of public opinion 
most help him to condemn these false standards of living. It is not 
mere provision of suitable credit facilities alone that can solve the 
problem. 

Self-confidence, individual thinking, civic consioosness and ade- 
quate leadership are essential to enable them to lead a life of success, 
effidenoy and fullness. But this realisation depends on education 
and proper organisation of the agricultural industry. Much can 
be done in this direction if rural education proceeds apace 
through propaganda done by the Bar Associations, the school teachers 
and the post-masters. 


“ A zeoent inguiiy in the Eialna, West Godavaiy and East Godavarj Diatricte, 
condaoted by ihe BetUemant Officer leoorda that BTjt of the delta lyota and 40 % oftbe 
upland aiea wen indebted and a claaeifioation of the leasona for the incurring of debt proraa 
that only a amall part of the debt waa for unproductive purposes. 


Origin of the Debts. 


Dniebase of new lands 
Oultivation Expenses 
Tdquidation of old debts 
Carriage e^enses . 
Family „ 

House building 
Litigation 
Eist 
Itad 

MiscellaneouB 


Foroentage of Total Debts. 
Delta. Upland. 

- 28% 18% • 
... 34 ag 

8 24 

... 14 7 

10 9 ■ 


6 ' 
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The present position oj the indigenous hanker 

Gdhanks to the Bntish rale a well administered Government 
has given perfect security and foreign capital is being invested freely 
in our country The growth of banks in this country and the recent 
rise of the co operative societies have tended to restrict the field of his 
operations but be holds his own ground in a limited circle. A few of 
them are modernising then banking activities on the lines of joint- 
stock banks The co operative banks generally lend for prodactive 
purposes and the improvident man who has to borrow for social fnnc- 
tions has been left to the mercy of the low set of usurers or money 
lenders who are (arnishing the fair reputation of the indigenous 
bankers The rate of interest has been drastically cut short and this 
IS telling seriously on the rural money lenders The former rates of 
interest have been out down to 12% or 10% in most cases The 
shroffs and the urban bankers are finding it difficult to obtain the few 
or little deposits that they used to attract before due to the opemng 
of new banks or branches of the existing ones Their reluctance to 
finance manufacturing concerns which are rapidly springing up must 
also go against them The individual proprietary basis on which 
private banking has hitherto been conducted must give place to banks 
on joint stock basis 

What India wants is not bankers of this type but banks 

Modern India requires banks whose policy should represent no 
interest but that of the depositor and should be directed solely to 
placing the bank's funds most profitably end wisely Most of the 
money-lenders grant advances on short-term or long-term morigages 
which cannot be considered as liquid assets The moneylenders 
do not realise their responsibility to the community The lending of 
capital for productive purposes is essential or else oaptal goes to 
waste No adequate protection agamst an unproductive use of capital 
18 taken by him 

6* Pee my monograph on " the Pntore ol our Agncnltiiml Indnat^ ’ published m «» 
Welfare, May. 1026 io June 1927 Hie Kcoral Oemmiaaion on Agnoultare and ther 
Ettwinoial Banking Engniiy Committee reports fully endorse these findmgs o£ mine 
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The defeet of the indigenous hankers. 

The indigenous bankers, either rural or urban, have done very little 
to manufacture credit. The majority of their hundis can be considered 
as merely a species of remittance and mercantile exdiange. They 
have never manufectured credit by the issue of notes. They have 
not financed manufectmes on a large scale. They have failed to 
develop into modern bankers. It is indeed true that borrowing can be 
done by means of the himdi and some amount of credit can be created 
by the manufacture of usance hundis. These approximate to the 
type of accommodation bills and the exchange banks refuse to dis- 
count them. Besides hnndi 'business is not prevalent in the 
interior.** 

The essence of modem banking business consists in issuing credit 
and dealing in credit operations. The indigenons bankers have done 
very little as regards the development of credit beyond issuing letters 
of credit from one place to another. Deposit bolding and the issuing 
of notes are alike credit operations. Both these sonrces of opmiations 
have been left untapped. 

Finally one has to observe the list of direct and indirect services 
which banks perform in a modem community. Some of the most 
direct services performed by the commercial banks are the provision 
of credit or banking facilities and their extenraon by a network of 
branches. Modern banks are financia) service stations. As a recent 
writer says, “ the Western banker is a finanmal focus of the commu- 
nity. He is in constant touch with investors and can help in seUing 
stocks and bonds. He can advise on market secnriiaes, mvestments, 


Me&iioa slionld be metle of fts " Enndi " which Is of tba oatore of the 

of insaianee. This b a peonliar fonn of matine insurance ootoiwot to sbMtb 
meichantB. There are fchrse partiee— Qie dnirer of the shipper ofthe goods, the hnnciimila, 
i.e.,thB nnderwriter snd the consignee. After shipping Qie goods to the consignee the shippetH 
draw a inffidi snd sell it to the consignee ss Jnsnter for cash which is the valne of Ihe 
insimncepteminmdiaiged. The hnndiwsia sends the hoadi to the agent who on safe 
arrival of goods goei to the ooasignee for psyment. In case of nan-aceeptaace or non. 
^mentfhBhnndiwalahss to beer tfaeioas, lie oafy diSeutm between the lobehmi 
Hnndi and the modem inratance pdicy is IWs-tho money is paid to the recovered later 
when the goods arrive safely according to the Joksbmi Wit.,*.- • 
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credits and budgets and a thousand and one financial questions.” 
Our shroffs and urban bankers undoubtedly understand all these but 
they rarely allow outsiders to benefit by their knowledge, experience 
and business acumen.ss Some of the indirect services ate the 
providing of a sound and stable credit and currency ^stem by 
the financial machinery of the country to run smoothly The indi- 
genous banker weighed according to this standard will be found 
wanting. With the exception of the hnndi business and the issuing of 
drafts on foreign centres of trade no other transactions of his benefits 
the community. Of course, he is the only thrifty mp-n and the value 
of his example might be taken as the one other service he is 
giving to the community. 

The indigenous banker or the shroff is not a scientific banker for- 
bidding gross speculation and refusing to support overtrading or 
overinvestment. He himself violates all these functions. He fails to 
perform the elementary duties of a modern banker. As Dunbar has 
said, to be a bank at this present day an establishment must cany 
on the purchase of rights to demand money in the future on securities 
and it must use in one form or other its own engagement for the 
payment of money upon demand.'* & ^ 

The important role of the Western banker which consists in 
aiding production and stimulating the capabilities of the captains of 
industry by his timely monetary help is not a distmgnisbing feature 
of our indigenous banker. The Western banker does not create credit 
out of nothing but the control of capital is concentrated at the bank 
and the banker by means of loans and advances in one form or 
another and enables the persons in whom he has confidence to obtain 


H The Beport of the Bengal Banking Engnity Committee eayethat the hnndi busihesa 
ia oonfined to Calontta alone, p. 240. 

ss 7fde 7. W. hInllalay’B article on "The Banter and the AdTerfiaer’— Bankers* 


hlagazine. New Yodc. 

» The Bengal Banking Enquiry Committee Beport says that the indigenoos banters 
are fighting a loang battle. Their deposits hare fallen down: Their hnndi hnsiness is 
declining exc^ in Galcntta. The proportion of loans they make to agricnltiuB, industry 
and commerce is not known. They finance internal trade. They haye no dealinga with 
co-operative banks end loan offioea. The idea that they abonld combine with jomtatoA 
banks on the " commanditen " principle will not be approved as they wish to have a sote 

monopoly of their knowledge for fliemselves 
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Ito tempww ™eof ote'..»».e!r. The bwte fe radet Hm rttongest 
^St«.th.t«eait«e.h.totheh»ea.ot ^ 
cheoMl. bom v*ich ito letam vriU be oettain. 0<^‘‘ «"* 
to them who po«« the.highert ctedeoUeb end offer the gteeteet 
MOBritjfotiherepoymentofedToncee. The indigenora banker d^ 
not shrink from ananoing indastries on mduBfaial secnnties provided 
beissatiseedthat the business is carried on on sound lines. But 
on the whole there is no fair scope and opportunity for the employ- 
ment of capital on his part. As Bagehot remarks, “ the Rothschilds 
ate groat capitalists but not bankers ; *’ one must repeat the 
dictum that these indigenous bankers are great capitalists but not 


bankers. 

Some of the shroffs are becoming unreliable and some of the 
banks eiLtending their unsecured line of credit to those unreliable 
shroffs have suffered most. During the coarse of last half a dozen 
years several of these have failed on the Western side of India. The 
late Sir D. E. Wacba, one of the nominated Governors of the Impe- 
rial Bank, has written most disparagingly of the shroffs or hundimllahs 
who specialise in discounting hundis.'^®" The present-day extension 
of unsecured credit to these people is not at all advisable under such 
circumstances. The only way of safeguarding the legitimate interests 
of the bankers is to insist on the reduction of the unsecured lines of 
credit to the lowest possible limit or exact collateral security. This* 
would remedy many of the abuses. But it is impossible to prevent 
these shroffs acting as the finandai middlemen borrovring from the 
banks in order to supply or lend to the needy persona at almost 
extortionate rates. Unless the Italian model of MonU de Piete or 
Banks of Charity for receiving legacies from which advances can be 
made on real estate or other articles of pawns at low rates of interest 
is imitated there can be no wfety of these shroff's transactions and 
any failure of the original borrowers leads to the shroff's inability to 


«■ The indigenoni benkera of Bombay conaidar this aa a maiter of grisTance that the 
Impetial Bank w iba Jt. 8t. Banks do nob tnaab them aa banka ioavciag iaternal trade 
and industry of tha country, ffimilat faoilifies giren lo banks for oondooting inter-bank 
bnamass BlHmld be extended to them. Tba InteJjigeiWB Dept, of the Imperial Bank' 
doea net rmke eamfol enqnixie. of their-atanding. Joint .ignatnee of aaretiea am needed to 

as bauks.~Sse Bofobay 

Frwfooial Banking Enqnicy Oommittee, 1989-80, paw. 864, p. 808, VbU 1,' - • 
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pay back the funds to the banks. Some of the shroffs suffer as a 
result of miscalculations in their ventures of speculative activity and 
reverses in other directions disable them to pay back their loans to the 
banks. This is the real reason for the large number of bankruptcies on 
the Western side. 

“A nation gets the banking system it deserves.” It is a matter 
of sincere regret that in the past doe to internal warfare and political 
turmoil there was no free scope to the growth and development of real 
and legitimate banking business in India on lines which the Western 
countries have developed. 

The efficiency of a banking system depends on or should be tested 
by three crucial testa, viz., stability, adaptability and initiative. By sta- 
bility is meant firmness and security from all outside dangers. As the 
Bight Honb’le Beginald McKenna puts it “all precaution in banking 
is based on the assumption that sometime or other the extraordinary 
may happen.” sr ^ banking system is perfectly secure only when 
a margin of provision is provided for safety in case the extraordinary 
were to happen.s^ When credit is rudely shaken the banking system 
should possess not only inherent strength but capacity to restore 
public confidence. This quality is the sine qua non of all banking 
business. By adaptability is understood the power to adjust itself to 
new conditions. When trade and industry are making progressive 
strides the banking system should enlarge its scope of business and 
undertake new functions to suit the changed environment of social 
and industrial life. By initiative is meant quality of creating new 
development. 

The indigenous banking system possesses to a remarkable degree 
the quality of stability. The conservative lines on which the business 
is conducted and the close business knowledge of tbe several customers 
and the cautious way in which loans are granted conduce to stability 


H Id the previoos edition nameroaB definitions from eoknoffledged anthorities on 
vrea quoted jnst to show that even the ahroff oannot be considered as a modern 
banker performing hanking famlffios of a varied nature. Seethe oiassical works of the 
such as H. D. MacLeod, C. A. Conant, G. W. Gilbart, H. P. WiHis, W.B. 

Scott, H. White and Holdsworth. 

58 His evidence before the Bradbury Committee on Mouieipal Savings Banks quoted 
from the Bqwrt, p. 42. _ 
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and so long as the indigenous banker pursues the principles hid down 
by Ms ancestors there is no danger to him. But the indigenous ban •- 
in« system is \?ocfaIIy vranting in adaptabiliiy and inUiativc. Only 
a few firms in the U. P. and tho Bank of Cbcttinad alone have 
modernised their business. Tho remainder conduct their business on 
antiquated lines so rauch so that special facililic.s are denied to them 
by the joint-stock banks r.f the countiy. 

has he failed to becomt a modern hanUcr 1 

While in Japan (be luercbant families which conducted h.*iuking 
basiaess ia tho days of tlje foudai legime soon adajded ihiMnselves 
to the tcansforincd ccoiioinic organisation and hecaiue the heads of 
modern banks, no such forward end progressive movement can be 
noticed in (bis country. It is tho cnviruninent that must he held 
responsible for the uiiprogro.-'sive nature of the indigenous banking 
system. We have seen bow sborl-torin and long-term mwfgages are 
granted by (he money-lender even for unproductive purfiore.s. ]]c has 
to respond to tbe call mode by tome of tbe improvident /leople. As his 
self-interest gets the better bold of him he forgets his banking know- 
ledffc. So long as people do not know the art of living and ainttol 
arrange to spread their resources in tucb a way as to last over the 
whole of the year, recourse to tbe tuoney-lcadcr ia inevitable in the 
days of unemployment. So long a.^ tbe laws hel/> him in ibo reali- 
sation of the terms of iho conlracl, however umonwionahle a bargain 
it might be, the indigenous banker or money.)«*nd<r grants fhi' loan. 
Having spent the loan proceeds for unprodiictiw purfwes then* are no 
resources available to pay bad? the Joan. Tho money-lender has to 
nurse the client till the loan and tho interest comes up to tins value of 
tho mortgaged property. Then the unfortimnte process of hitul-gnih- 
bing culminates and tho money-lender bccomca itistaUcd as the rightful 
owner of tlw mortgaged property. So long a« these ccowomie condi- 
tions prevail, so long as tbo people do not Icavii the att of hvmg and 
so long as they have no subsidiary industries or means of hvclihood 
to attend to in the slack period dependence on tho nionoy-lendcr ia 
inevitable and the law of demand and supply opomtes mercilessly in 
raising Iho rate of interest. Even the JCtiropcan banks cannot hope 
to work wonders in such an atmosphere as this. Wo have seen 
41 
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elsewhere the real limitations that check their further expansion. So 
the only solution is to change the economic organisation, and the real 
meaning of rural reconstruction is nothing more than deliberate 
economic transition in a way conducive to the interests of all parties. 
Education as to the art of living and provision of suitable opportunity 
for subsidiary occupations are essential before there can be any real 
hope of spreading genuine banking business in the rural areas of the 
country. 

Sufjgeslions for improving the indigenous hanliing system. 

Modern economic development is so rapid that to-day’s aims and 
methods become antiquated very soon and the indigenous banking 
system which is still conducted on time-honoured and stereotyped 
lines has not so far displayed any .sign of adaptability. It has been 
the cry in India ever since industries began to be developed on the 
joint-stock principle of management that more capital shonld be 
accumulated. Thus it becomes clear that the first duty of tbe indigen- 
ous banker should have been to mobilise the mono3*-power of tbe country 
and provide the needed credit for industries to run in perfect order. 
Even now the shroffs or the indigenous bankers give deposits to mills 
in such places as Ahmcdabad, Indore, Bombay and Calcutta for fixed 
periods. Lending on security of raw materials would be more 
preferable to that of making deposits for long-term periods. 

But the indigenous bankers have never perfected any scientific 
means to stimulate thrift and encourage the savings habit on the part 
of the people by systematically attracting their deposits. Secondly 
they have not acted as the middlemen between the savers of capital 
and the entrepreneurs who have needed the capital. Theirs is purely 
a selfish and sordid motive, namely, that of interest. So long as a 
high rate of interest can be procured the indigenous banker will lend 
money for unproductive purposes, even. In Western countries " bank- 
ing accommodation stimulates production and increases consumption.” 
In the case of the indigenous money-lenders the loans are sometimes 
granted for unproductive purposes and the result is destruction of 
capital and sheer economic waste. He should realise that a bank is 
a reservoir of liquid capital which can be directed here and there 
when it is needed for temporary and seasonal use and thence be 
returned to the reservoir for another mission. Credit is not on end 
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but a means to an end. Hence it is necessary to ensure that credit, 
is advanced for a useful purpose. 

Up till now no signs are visible that the indigenous bankers will 

invite deposits. This they decline to do because it involves risks and 

a crisis may ensue if they borrow short and lend long. This is 
nothing but mismanagement of funds allotted to them and any locking 
up of funds in unrealisable assets is not sound banking. But it is high 
time that they should themselves do their best in promoting the 
new-born industrial activity spreading over the country. Unless 
greater capital resources are demanded by the agriculturists which 
they would not do so long as fragmentation of uneconomic holdings 
exists, no attempt would he made to gather deposits. But once a 
call is wiuBa the people who know the bankers intimately would be 
willing to entrust them with their savings. The machinery of joint- 
stock banks as regards the deposits is cumbrous and little understood 
by the people. So they will certainly prefer the indigenous banker 
so familiar to them to the joint-stock banks which have to he managed 
by outsiders or foreigners. In case there exists no co-operative bank 
in a village the next best thing is to induce the village mahajan to 
take up this policy of attracting deposits and pay for them. No 
doubt this is irksome to him but such a progressive policy will ensure 
the success of many industries and obtain much reputation for him 
for facilitating our onward industrial march. Next to the co-opera- 
tive banks he will be the most successful agent that can succeed in 
gradually weaning the people from their hoarding habit or converting 
their savings into ornaments. 

The indigenous banker is lacking in initiative. He has not 
taken the lead in new lines of development nor has he opened any fresh 
avenues of expansion. The successful development of cottage indus- 
tries with the help of machinery aiding the skilled craftsmen can be 
easUy taken up by these monied people.so ■ The village mahajan 
finances the agriculturist and granted there is favourable monsoon and 
profitabla employment of capital the mahajan obtains the capital lent 


» but not his own slaTes 
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and daring the slack season it has to lie idle in his hands as there is 
no demand for it. This money can be profitably utilised in encoarag- 
ing local industrial talent. As the Mahajan knows fully the success or 
otherwise of such an attempt on his part he ought to make a sincere 
attempt in this direction. Such legitimate promotion of cottage in- 
dustries on his part, but not blackmailing as is the case now, would not 
only earn him a fair return of interest on his capital all round the 
year but it will enable the struggling agriculturists in many i nat anRaH 
to augment their famine-resisting capacity. 

The shroffs have never attempted to standardise the form of the 
hundis. There is a bewildering variety of usages as to their form, 
execution, endorsement, negotiation, discounting and payment.^" A 
unification of these different systems would be of much benefit to 
inland trade. This is the task that should be undertaken by the 
indigenous banking associations. While efforts should be made to 
standardise Ibe hundi the development of trade and bank acceptances 
by educating the businessmen ought not to be forgotten and this 
would eliminate the chief danger behind the hundis. Although the 
bulk of the hundis is of the usual English type of bill of exchange 
that is used in foreign trade of India still a complete uniformity is 
necessary in the case of bills used for inland trade. 

Neither the indigenous bankers, i.e., the shroffs nor the village 
bankers have realised the higher duty of a bank. The primary duty 
of it is to earn dividends for its shareholders. The next higher 
duty is to help the trade and industry of the country, to stabilise 
the financial machinery and provide stable credit for the millions of 
its inhabitants. The indigenous bankers are not endowed with the 
necessary zeal and enthusiasm to realise this high ideal. They are 
careful of their own materialistic ends or aims and pursuits. Many 
of tB f>Tn are hidebound by caste or conservatism. They lack the 
driving force or power. They have prudence, businesB judgment and 
sense of relative proportion. They need aggressive constructiveness, 
enthusiasm and above all imagination. Without these there would be 


» A nmgli idea of the different variations in the local usages in 
can be obtained by consulting the " Negotiable Instruments Act, 
Adiga 


the matter of hundis 
' by K. Bhashyem and 
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M ptosiMs. Thw ■»>»* ^ borrewersin tanking pnnraples and 

fteloS^l ato* pamtedity to paying off Hieiir habtobaa. WhateTor 
fnto»aovelopn.antam.y be affeotod to the reorgaoi«*on ofMan 
banking these indigenous bankers must be used as the chief backbone 
of the banking system. The shroff must become an integral feature 
nf the onen market that would have to be created in the near future. 


The indigenous joint-stock banks should freely rediscount the hundis 
and internal trade bills bo that the financial difficulties of the mer- 
chants would be removed to a great extent. The Beserve Bank 
should extend greater facilities to the joint-stock banks by freely re- 
discounting these bills. The creation of an open market will tend to 
lower and stabilise the money rates and confer the much needed stabi- 
lity to the resources of the commercial banks. 

While the shroff and the urban bankers can easily adapt them- 
selves to changing circumstances with a little initiative on their own 
part the task of reforming rural money-lenders or bankers' business is 
no easy one* Bankers are the creatures of their environment just 
like other human beings. Unless an all-round improvement is 
brought about the money-lender cannot play a more useful part in our 
society and the evil of usurious money-lending would still persist. 
But they must be made to start banks or aid the opening of branches 
of the existing banks. They must play a more important part in 
commercial and industrial expansion of the country than at present. 
For a long time to come it would be inevitable on their part to lend for 
long periods as there is a shortage of capital for long-term investment, 
a shortage which the European commercial banks cannot completely 
remedy. An intimate relationship ought to exist between the bankers 
or money-lenders and industry. These monied families must take the 
initiative in commercial and industrial development. Taking Japan 
into consideration we find the great Mitsui family owning banks, ship- 
ping lines, mines and factories. A great port of the foreign trade 
passes through its hands. It is not only an importer of raw cotton 
on a great scale but it even controls cotton plantations in the U.S.A. 
It forms one of the most important firms engaged in silk export 
trade and in the development of resources of the Japanese colonies 
and China. The Nippon Y. K. firm affords another laudable example. 
It controls banking firms, insurance companies, and trading concerns 
which engage in iron and steel production, in -mining, ship-building. 
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air>craf<; manufacture and electrical engineering. The State has from 
time to time turned over the control and ownership of factories or 
shipyards which it enlrnsted to these great firms and it has aided them 
by granting subsidies and privileges of various kinds. It is largely 
through these semi-ofBcial firms that the Government is able to keep 
its hand on the reins of Japanese economic enterprises while they in 
turn are strong enough to exercise a considerable influence on 
policy.®' 

Whatever might be their present-day shortcomings it must 
not be denied that the indigenous bankers are rendering wgnai 
service to agriculture and internal trade. It behoves them to 
set right and adjust their system to the new and altered eco- 
nomic conditions of our life. They should realise the higher, aims 
and loftier ideals of a banking system and act up to them so 
that they may deserve fully the appellation of bankers which is 
now applied rather indiscriminately to all the big capitalists and 
money-lenders of our country. Some of them can develop into 
bill-brokers, stock-brokers, financial guarantors, acceptance merchants 
or act as private bankers working in agreement with the joint-stock 
banks on the lines of the German "Kommanditen” principle. While 
specialisation depends on the available scope for the particular kind of 
business it is difficult to make the private bankers start joint-stock banks 
for there is no assured scope for development of Indian joint-stock 
banks. The registration of money-lenders as well as indigenous 
bankers will enable us to know more about their business. The 
method of strengthening their activities depends on the available in- 
formation secured through registration. Fending such detailed ex- 
amination it is impossible to make cut-and-dried solutions for the said 
reorganisation of the activities of the indigenous bankers. Even Efr. 
Malcolm Darling advised the Beserve Bank to gather more detailed 
information concerning the activities of the indigenous bankers before 
they are declared fit enough to be scheduled bankers. Light and 
•more light is needed concerning their technical role as bankers. When 
the -Provincial Governments’ memoranda are made public there would 
be enough data to make accurate recommendations concerning their- 
reorganisation. 

M Bee G. 0. Allen, “ Modem Japan and its Problems.” 
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Other qmsi-hatiking institutions. 

The indigenous class of institutions, viz., the kutte-chitte and 
the nidhis ot Madras have been performing money-lending buaness 
since 1860.®* In the huUe^hitte system a number of men unite to 
put some specified sums in some specified time. The whole sum is 
drawn in a lot and the previous winner is excluded. Thus this pro- 
cess is continued tUl all subscribers have received their lots once. The 
sum is repaid in easily payable monthly instalments. The law relating 
to the chit funds needs revision so as to prevent dbteating and swindl- 
ing by subscribers and by the conductors of these funds. The 
Government of the Native State of Travanoore did well in embody- 
ing the legislation with reference to these provident funds and benefit 
funds' in a clear and concise form. Any number of the chit funds are 
in operation even now in Travancore. Cochin, British Malabar, Tinne- 
velly and other districts of South India. The endeavour ought to be 
in the direction of developing chit funds into village banks encouraging 
the deposit habit on the part of the rural population. The linking of 
these with the co-operative banks or the organised money markets 
would prevent the uneconomical investing of the chit funds in land or 
jewellery. 

The nidhis originated in or about the year 1850. The etymologi- 
cal meaning of the word nidhi is treasure. These are associations for 
mutual credit registered under the Indian Companies Act. The ryiain 
object with which they were started was to facilitate savings, relieve 
members from old debts and grant loans for all purposes on good 
security. Outsiders were also given loans at a higher rate of interest. 
Generally there are two kinds of nidhis, viz., the permanent and tem- 
poraay. Although these societies were started at about the same time as 
the co-operative societies in Germany they have had no such brilliant 
career as the latter. This is partly due to the fact that frauds were 
committed at the early stage of their existence. .Want of supervision 
must have had its effect. Even now there is no proper outside control 

® ^ iff lSf3 the bun Hmde or aidbu wen not vagisteted under tbe Indian 
uompBiueB Asb and bad to be votmd up inToinng a loss of 20 lubba. 1878 i^be^ irem 
Ht8rt8aiiiino»88iagiininber8aBd269 nidhis failed dating the years 1873-92. InMarob 
19®, there vete rongbly 288 nidhis in the Madras Presidency. Madras. Tanjom, Madam’ 
OonDbatore and Cbengalpnt have a Urge namber of theme 
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arising from that of an independent audit. There is no publication 
of balance sheets. The charging of 6 and 1/4 per cent, rate of interest 
while 6 and 1/4 per cent, interest is actually given to depositors has to 
be discontinued Remuneration of the directors has to be disallowed by 
an Act which ought to regulate the various nidhis which number about 
230 and which have been doing business for the past half-century. Tbe 
withholding of the limited liability privileges even after a member has 
ceased to have any dealings with the nidhis has made the shareholders 
rather nervous. Tbe method of monthly instalments and the paying 
of them with clocklike regularity requires some education and thrift on 
the part of the shareholders and the nidhi system consequently proved 
unsuitable to the agricultural population. In spite of these defects these 
nidhis are flourishing, says the Banking Blue-book, but no statistics of 
their number, capital and shareholders have been collected. Sir 
Frederick Nicholson who made a special study of the agricultural 
problem of Madras in the last decade of the 19th century comments on 
the good features of tbe nidhi system thus. They are the introduction 
of co-operative principles and habits, the stimulation of thrift and provi- 
dence, the creation of business habits and punctuality, the cheapening 
of credit, the insuring so long as rules are observed that the members 
will, if non-borrowers get back their money with interest and if 
borrowers they are secured from all annoyance so long as they pay 
their does punctually. Business is extended by cheapening loans and 
not by entrapping the unwary and ignorant. Profits are to be sought 
by the development of cheap credit and not by squeezing tbe indivi- 
dual debtor. Small savings are cared for and petty capital retained 
in the neighbourhood. 

Tlieir future. 

It is apparent then that the nidhi is a good institution for en- 
couraging thrift. So long as they are soundly managed they work well 
but owing to growth or indifference the management may fall into bad 
hands. The system' has been perfected more or less and is not capable 
of any further extension by selfless public workers. Besides they are 
mere money-lending societies lacking the fundamental conoepflon of a 
banking institution. Their utility cannot be enhanced without a 

' ® Sir P, SvohoUon, “ Report on 'Agricultural Banka," Madras Loan Societies. 
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unifoim Act governing the practices of the vaxiouB kinds of nidhis by 
the legiBlatnre of the country. ** There is no concentration of idle 
hoards for productive purpose,” as Sir ffrederiok Nicholson puts it. The 
CSo^perative Credit Societies fulfil these duties more admirably. There 
should be an extension of these institutions. The nidhis have already 
fallen to the background. The Madras Banking Enquiry Committee 
points out '*that they have a working capital of four crores and that the 
nidhis lend on share-capital to 90 per cent, of the paid-up share- 
capital, to 90 per cent. of deposits, to 60 per cent, of the value of 
jewels and 80 per cent, of the value of gold ornaments, to 76 per cent, 
of the value of goods stored in godowns and to 90 per cent, of the value 
of Government paper. They lend at a low rate of 6 and 1/4 per 
cent, but fines are levied on overdues.” 
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The Ikhustbial Banes 

Need for indnsbial finance— The inability of commercial banka — RppwifiinBtion else- 

frbeie— Tbe need for apecialisation—TfaepreEBntBitnBtion in India— The PTiaf-in g hanfrn and 

indnstriea— Indnatrial banks for large-acale and factory-type indnatriee— State aid to 
indastrfes— Ihe etisfing induatriai banka— Genuine industrial banks needed— Certain precau- 
tions — Other suggestions — Oovemment'a moiein the right direction. 


Need for finance. 

That indastries need finance is a self-evident proposition. Either 
to increase production or to buy more raw materials or to extend the 
size of the factory or to increase the wages of the labourers capital is 
needed.^ The entrepreneur needs capital on the strength of the indus- 
trial securities he possesses which are generally as follows ; — (a) the land 
on which the factory is constructed if it is the property of the indus- 
trial concern, (6) the factory building in which the buBiness of manu- 
facturing is harried on, (o) the implements, tools, and machinery which 
are required for aiding the manual labourers in the process of manu- 
facturing, (d) the portion of circulating capital which is set aside for 
the payment of wages of labourers and the clerical staff of the factory 
and some contingency funds laid down for future use and (e) the raw 
materials that have been purchased with the view of being turned into 
finished products. These are the properties at the disposal of the 
entrepreneurs and on the strength of these securities capital should be 
obtained for any of the abovementioned purposes, ©is., for block account, 
or current account as the technical jargon puts it. ** Block capital ” 
is meant for securing fixed assets. “ Working capital ” or short-term 
finance is required to purchase raw materials to make into finished 
products. Varying proportions of these amounts of block capital or 
working capital are needed for financing the different requirements of 


1 See D. H. Bobertsoa, The Control of Infloatiy,” Chapter V for farther dieonsBioD 
of the anbject. 
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longer and more roundabout the period of production the greater is 
amount of block capital needed. En such organised industries aS these, 
namely, jute, cotton, iron, and steel, hydro-electric industry and mining, 
large amounts of fixed capital would be needed. As a rule fixed capital 
requirements should be secured by share capital or debentures floated 
by the modern industries. Dependence on individual deposits for 

securing fixed capital is also noticeable in some cases. But it is the 

very insecurity or instability of these funds which has created the in- 
dustrial finance problem in this country. Some of the unorganised 
industries work on individual proprietary basis and their further indus- 
trial progress is handicapped for the lack of cheap industrial finance. 
Such has been the fate of rice mills, oil mills, soap fac- 
tories, hosieries, etc. A glance at the different pages of the Eeports of • 
the Tariff Boards will easily reveal the financial difficulties of the in- 
dustrial companies. 


The inahility of conimeroial hanks. 

But the ordinary banks, or commercial banks as they are styled, 
are not in a position to grant accommodation for the following reasons. 
Firstly a commercial banker is not an expert in the matter of land 
valuation or building valuation. The value of land might deteriorate 
on account of social con ditions. It might land him into a course of 
protracted litigation if th e rights were not to be securely guarded. The 
ordinary banker does not care to scrutinise all these carefully and grant 
the needed accommodation. In fact neither has he the inclination nor 
the time required to value carefully these securities. Again building 
and machinery would fall in value if the company were to cease pro- 
duction for a time. The machinery unless looked after will be valued 
as old iron and nothing more. The raw materials of the entrepreneurs 
might be of a nature whose value the banker might not easily esti- 
mate and so it is not possible for the entrepreneur to persuade the 
commercial banker to give the needed accommodation. The possibility 
of a labour strike, the perishable nature of the articles mentioned and 
the possibility of foreign competition will have to be considered. As 
the entrepreneur is not in a position to satisfy the commercial bankers 
as to the nature of securities he has to offer, the commercial banker 
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refuses to grant the exact amount of capital ‘which the industdalist's 
securities warrant him to demand. The securities that satisfy the faci- 
lities of prudent commercial banking would possess the following fea- 
tures. Hence they cannot easily finance both " block ” as well as 
“ working capital ” requirements of industries. 

As George Bae® says “ they should possess a well-known charac- 
ter and be of a definite nature. They should be readily convertible into 
cash. The pledger's title should be unquestionable. They should be 
legally pledged to the bank. They should be of sufficient value to cover 
the indebtedness and possibly expenses of collection and contingent 
charges. They should be definitely located. The pledger's character 
should be prudent and industrious. The securities should be of such a 
nature as to possess stable value. A perfect banking security should 
combine ultimate safety, a certainty of payment on a specified and 
not a distant day, a capability of being converted into money in cases 
of unexpected emergency and freedom from liability of depredation.” 
The industrial securities do not possess these characteristics. 
Besides this reason the commercial banker thinks that the investment 
of short-dated deposits in non-convertible securities is hardly consonant 
^ith the sound canons of commercial banking. Any bank that dares 
to undertake the three lines of financing agriculture, industry, and 
commerce in its hand is sure to come to grief.® 


Specialisation. 

On the European continent the State filled up the gap between 
commercial banks and industrial companies by storting discount houses 
for temporary periods and when the necessity was over they were 
-abolished. In most of the western countries banking institutions exist 
for these three purposes. In Eranee the Credit Agricole takes up 
a^ultural finance in its hands. The Credit Foncier takes up the 
busineBS of the mortgage loans and loans to communes and thus 
provides long-term credit. The Durand rural banks based on the 
pgiffpiain Co-operative principle are doing good service to agriculture. 


s Vide George Bee, “ The Country Banker.” 

, ot the bank ft^urea in the Province of the Punjab are an evidence of tre 


glaring violation of thia acknowledged principle. 
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each indostries as rtf vsay btf dmg. h«:boars, tramvy , 
anterprisea «.a fragnmtly aa the manager of 
ing MnslrW conoema. The Banqno Nationalo Erancaiee do 
merce Exterieur mainly exists for assisting French expt^ers. It hM 
numerous agencies in foreign countries. It maintains an efficient intelh- 
gence service. It helps the French people in recovering their debts. 

In the U. S. A. Issue Houses exist so that industrial companies 
can secure their services. “ The American Banks lend through 
brokers large sums to investors against industrial securities. The loans 
of this kind are equal to the loans made direct by them to industry, 
says the MacmUlan Committee. As a large number of banking 
companies exist the problem of securing necessary capital is easy. 
But there is no close connection between banks and industry as it is 


the case with the German credit banks. 

Tn Germany the Baiffesin Co operative Credit Societies and the 
Landshaften take up the business of agricultural finance. The small 
producer nwd the artisan is looked after by the Schulze Belitzch type 
of co-operative societies. The Freussiche Prendrief Bank and Preus- 
sicbe Central Boden Credit look after mortgage business. Municipal 
finance is the special field of the Stadt banks. In addition to these the 
Grossbanken play an important part in the financing of industries.'^ 


* Q^ie German Grossbanksn perform the following banking qperaticmB : (a) attracting 
depodts, (b) giving loans, (e) disconnting bills, (d) cspitalising indnstries, (e) floating new 
indnsbisl companies, (/) regulating the value of the shares by buying and selling, (g) buying 
and selling secnrities largely on their own account. All banks are members on the Stock 
Exchange. As Dr. Beisser explains, *' thess were forced to take np all these nltrs-commercial 
cperationB in order to meet the real demand of German economic devolopment.” Altbongh 
they adopted a helpful attitude towards German industries they were mawngaa very well 
from the beginning and owing to sound preoantiona they undertook the credit system was 
lUitpnt to a severe strain. They had a high paid-up capital of their own and attracted long- 
term deposits. They always combined to help thejfinanoing of large-scale indnstries. 
Oentsob Bank acquired interests in the smaller banks and thoroughly controlled their policy. 
The policy of the German banks interlocking themselves with indnstrial companies led to 
their mutual development. As Leopold Joseph says the German people have full 
in the administration of banks and in the integrity of the Boards of Directors whidh are 
mostly composed of oapable people. Stringimt regulations are in force and it is only, a serions 
oatastrophe that can shake their confidence. Many of the big hanks have large staff of 
industrial experts to guide their banking officials in their attitude towards indnstrial business. 

If onr wish is to imitate their taotics it is absolutely essential that we should ompliw the 
same precautionary measures as the German banks. 
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The German banks secured financial supremacy in foreign countries 
while locking up very Httle capital of their own. They secured 
English and Erench money for the development of their own 
industries. The electrification of the Anglo-Argentine and the Buenos 
Ayres City Tramways by the A. B. G. and Go. of Berlin was rendered 
possible by the German banks securing loans from the English banks 
on the strength of their own investments. Similarly the Enssian 
Commercial banks played a great role in industrialising Russia.® 

In Japan the Yokohama Specie Bank has been established to look 
after the business of the foreign exchange and attend to other commer- 
cial purposes. The Hypothec Bank of Japan modelled on the Credit 
Fonder looks after the agricultural interests and grants loans on 
■immovable property.® The Industrial Bank of Japan founded in 
18^0 is based on the model of the Credit Mobilier and is a financial 
organ for helping industries.^ It does commercial financing business 
also but only to a limited extent. It undertakes to attract long-term 
deposits but relies to a large extent on its power to float debenture: 
which can be floated at home or abroad to almost ten times its paid- 
up capital. Foreigners are allowed to subscribe to its share capital 
and it played an important part in introducing foreign capital into 
Japan. It also helps the Japanese investors to invest their capital 
in China. The Japanese Government encourages this policy 
guaranteeing ita profits on foreign investment with a limit of 100 mil. 
yen. The Japanese Government maintains the Deposits Bureau from 
which loans are granted at a low rate of interest to the Industrial 
•Rank of Japan. Numerous public utility companies, and large-scale and 
small-sized industries have been financed by it. One prominent 
feature of its business is to help industrial companies during periods 
of falling prices. Besides this Industrial Bank there are two other 
iTnpnrt an t industrial banks. The Chosen Industrial Bank arose in 


6 See my article, " The Japanese Banking System and its Iiessons for IndiB.’’-Joiinial 
offlioDept.ofIietterB, Oal.Uny., Vol.XXI. a , t 

* See Dr. H. Hanser, •' Germany’s Commercial Grip on the World. Bee also ues 
Banqnes de Commerce Basse Empire — Ist three chapters. 

» During the first eleven years of its working it borrowed aboat £8S net to Saanee 
Japanese State enterprise, t.e., bnilding railways in Manohnria. . 

8 See Herbert M. Bratter, ‘‘Japanese Banking.'’ U. S. Department ofCommeice 
C19S1). Trade Promotion Series, No. 316, p 181. 
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1918 out of the amalgamation of the local official banka and 
the Oriental Development Company was atarted in 1906 to finance 
enterprise in Manchuria and Korea. All the Colonial Banks receive 
financial assistance from the Government and from the Bank of 
Japan.® In addition to this every big Japanese firm has a bank of 
its own to make itself independent of the mon^ market. 

3h England the British Trade Corporation was specially designed 
to grant longer and larger credits than existing banks for the helping 
of the British producers. Bub, as the late Walter Leaf points out, “after 
several years of experience it can hardly be claimed that the operations 
of the Corporation have been so successful as to ^ow that there was 
areal need for it.^® The. Kinance companies and the underwriters 
specialise in this task. Of late the fixed investment trusts have 
been increasing in number. The Board of Trade has at last thonght 
necessary to protect the investor from faulty management on the part 
of these “ Unit trusts “ as it recbristens them. As the Bankers 
Securities Trust and the Bankers Industrial Development Company ' 
have faited to achieve their purpose a new organisation in which the 
Bank of England has a share-bolding interest as in the case of the 
abovementioned companies has been organised in 1934. This new 
company, entitled Credit for Industry Ltd., has the right to issue 
debentures or short-term seouritics. It will specialise in providing capital 
for plant and equipment and working capital for small and medium- 
sized industries. Individual loans will he limited to jefiO.OOO and will 
run for periods of from two to twenty or mote years. 

The Swedish Banking system recently created a quasi-state bank 
for granting long-term loans to industries. Thus everywhere there is 
a line of distinction drawn between the financing of agriculture, indus- 
try and commerce.'* 


TAe need /or epectaKsation. 

It is a well-known fact that the nature of capital varies in 
the three lines. “ In commerce^ money invested is brought back 

• See &. 0, Alien, “Afodeni Japan and its Problems," 1028, p. 166. 

- ‘Walter Leaf, *' Banking,” p. 163. 

«. quoted from theJS. M. Commissfon, Vdumeon Japanese Banking. - 
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immediately by the disposal of the merchandise and so a long credit is 
not needed. In indnstry the capital becomes fixed in raw materials and 
is restored as soon as the raw materials are manufactnred and sold. 
The capital invested on agriculture returns slowly by annual instal- 
ments. Eegarding the certainty of redemption the capital invested 
in commerce is influenced only by artificial market fluctuations while 
agricultural pursuits are affected by natural causes uncontrollable by 
human energies so that to this extent the return of capital in agricul- 
ture is uncertain. As regards the renewal of capital in agricultural 
pursuits these, unlike the other two lines, require little, the period for 
which the capital becomes fixed being long unless the land purchased 
meets with some catastrophe. In industry an early renewal is necessary 
to a certain extent owing to wear and tear of plant and buildings and to 
the sale of the articles of manufacture. In conunerce the term of fixed 
capital is shortest ; renewal being Necessitated on the sale of the goods.” 
Thus the operations of capital are bound to vary in the three pursuits 
and so there should be three kinds of institutions providing the necessary 
capital. 


The present situation in India. 

India is a slow starter. She has now started in right earnest' on 
the long road leading to industrial development and attempts are being 
made to introduce systematically modern forms of western industrial- 
ism. To help her on this long and costly journey capital is needed. 
By adopting a policy of *' discriminating protection ” the Government 
have not only indicated a change of heart but have proved that they are 
bent on placing India's industrial equipment on a par with that of the 
rest of the world. Strained political feelings are leading to a combined 
campaign of boycott of foreign goods and the encouragement of 
Swadeshi goods. It is keenly felt that India must employ its own 
capital under Indian management or else foreign capital should be 
handled by Indians under their own management. That is why the 
recent abolition of the permanent , Tariff Board has been causing 
grave anxiety to Indian minds. The attempt to lower certain import 
duties irrespective of the fact that they indirectly protect Indian indus- 
tries has to be decried. Excessive concentration on rural develop- 
ment programme is bound to be sterile, A parallel devdopment of 
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agcicuUnre as well as indastries is needed, for all other countries are 
pursuing decidedly nationalistic policies. 

It is also an accepted fact that India need not necessarily copy 
the western industrial organisation in a wholesale manner, thus in- 
tenjifying the existing evils of intensive industrialism and competition, 
su(^ as overcrowding in cities and the slum areas round factories. 
Traditional and unique manufactures requiring special skill of the 
craftsmen can be carried on old lines and the transition to factory 
production need not be attempted in every industry. Machine production 
need not supersede band labour in all industries. The present economic 
structure presents many interesting examples of different forms of 
industrial organisation. Small-scale organisation of the cottage iiidus- 
tries with proper facilities for the training of the artisans add for the 
obtaining of the latest information as regards improvement in indus- 
trial arts is absolutely needed. The provision of capital and adoption 
of businesslike methods is no less important. The adoption of the 
factory system of large-scale prodnciuon need not be insisted upon in 
every case. The introduction of electricity or hydro-electric power as 
8 source of motive power to small units in indnstry thus enabling the 
craftsmen to compete with machine products requires capital and it 
is also dependent on the available marketing facilities. To accomplish 
any of these objects more capital is needed. As soon as the Provincial 
Governments complete their surveys of cottage industries, small factory 
type iudnstries and large-scale industries as suggested by the Indian 
Economic Enquiry Committee,^ 3 the necessity arises for adequate 
finance and it has to be taken op by industrial banks and co-operative 
financing organisations. The development of the existing moribnnd 
and decadent small-scale industries by using machine power and 
modem appliances is another important work. The scope for starting 
new indastries to utilise existing raw materials in the provinces mnsfe 
be examined and with such an accurate preliminary survey before 
them the industrial banks can hope to do something in remedying 
the present lack of finance which is an important cause for the slack- 
ness of onr industrial activity. * Close co-operation of the industrial 
banks with the co-operative sale sooieties for disposing off the finidmd 


« Bee the Indian Eeonomio Enquiry Committee Report, Vol. I, p. 87 . 
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products would also contribute much towards the success of the 
industries. 

Recent experience in connection with the gold exports sent oat 
of the countrj and the floatation of Government loans and of company 
promotion has proved decidedly that capital would be forthcoming in 
India if only the needed facilities for mobilising capital are furnished. 
It is not only ordinary banks conducting commercial flnancing that 
are needed but industrial banks are necessary to help the current enter- 
prises of every country and help the starting of new industrial 
concerns by underwriting their shares. Industry is now forced to pay 
too much for the use of the money and unless this price of money is 
reduced and industrial credit is organised the future of industry would 
be uncertain. 


The existing' banks and industries. 

The Imperial Bank is prohibited to do this business, i.e., grant 
loans for block capital by its bank charter. The other joint-stock 
banks slavishly model themselves on these lines hence the financing 
of industries is in a backward condition. The existing Indian 
joint-stock banks cannot hope to lock up their money in long- 
term loans to industries for providing block capital to finance fixed 
assets. After the banking crims of 1913-15 banking deposits are 
generally made for short-terms, six to twelve months. They 
charge unusually high rates, i.e., 2% higher than bank rates even 
for short-dated loans to industrial concerns, though liquid assets are 
offered as securities. They are not equipped with the technical know- 
ledge to value industrial security properly and lend on the same. Nor 
can they secure the help of technical experts to advise them in the 
matter of loaning. They take a very wide margin in their favour, 
i.e., 20 to 25 per cent, and this is a great handicap to industrialists 
whose personal security even is not highly thought of. Their conser- 
vatism and lack of initiative makes them very shy towards industrial 
finnnning on a large scale. So Indian-managed industrial banks for 
the purpose of industrial financing should be started. They should 
rely on their capital, long-term deposits attracted for 3 to 6 years and 
debentures which they can float terminable at the end of 16 or 20 
years up to ton times the volume of their capital. 
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No doubt the co-operative credit societies are doing something to 
alleviate the hard lot of the small producer and the artisan. But the 
middlemen sellers of the articles are strong and the co-operative 
credit societies alone are not the sole remedy. The financial require- 
ments of the bigger and factory-type industries cannot be provided 
by them. Without the Registrar’s sanction no loan can be made to 
a non-member. 

Sometimes the village mahajan finances them but his rate of 
interest is prohibitive. Ho does not possess the patience and dis- 
interestedness which are absolutely necessary in the matter of financ- 
ing industries. His predatory profit-seeking instincts make him a 
hard task-master. It tends to make him study and anticipate the 
price fluctuations and a great deal of his skill is spent in this direction 
instead of being utilised towards the improvement of the organisation 
and technique of the industry. He generally finances the cottage 
industries on the advance system by which funds are given in the 
shape of raw material or cash and this loan has to be repaid by the 
sale of manufactured goods at specially low rates. The rate of interest 
generally works out at 26 to 60 % and the practical result is that the 
handicraftsmen and the artisans are little better than slaves. In the 
past some of the artisans were not allowed even to change their 
employers as a civil suit and arrest were held over them in terrorem.^^ 
In almost all oases the cupidity of these financiers conflicts with the 
economic welfare of the industrialists and the relatively weak position 
of the latter places them at a position of disadvantage. 

The foreign capitalists and the managing agencies run by them 
wish to have all the loaves and the fishes to themselves. Some of the 
industries have been attracting short-term deposits and locking up 
these pi^eds in their own business thus makin g it a " frozen asset.” 
The depositor has no readily realisable instrument by means of which* 
he can convert it into ready capital. The usually accepted and 
pimcipal method by means of which this difficulty pw-n be bridged is 

** Bee the evidenoe of A. E. EagliBh, Begisteax of Co-operative Sometiea, before Che 
Indian Indnstrial Oommiesion. See also H. Eosee’a description of Che financing of the eobtage 
indaBiries in the Ponjab. The Censns of India, 1901, Vol. XVII, Part I, pp. 868-69. See also 
the •• Survey of Che Cottage Indostries in Bengal,” published by the Government of Benga, 
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by floating debentures thus providing industrial finance at a cheap rate 
and the industrialists need not apprehend a force! sale of their stock in 
order to pay back the sum in case of the depositor’s call. 

Another method which industrial companies generally resorted to 
was borrowing from rich individual lenders and indigenous bankers at 
a high rate of interest. But .underwriting has not become very 
popular. Indigenous bankers maintain deposits and the public 
also make deposits with cotton mills in Ahmedabad and Bombay. 

One of. the advantages of the oft-quoted and much abased 
managing agency system is the securing of adequate finance for the 
industrial companies. These primitive and inefficient methods of 
industrial financing must be gradually superseded. If national indus- 
trial development is to be on a really encouraging scale the unscientific 
methods of industrial financing should be remedied as early as possible 
by the starting of industrial banks. As the Macmillan Committee 
points out the function of an industrial bank is to act as financial 
adviser to existing industrial companies, advise in particular as to the 
provision of permanent capital, its amounts and types, secnre the 
underwriting of and issuing the company’s securities to the public of 
necessary assistance previously in arranging for the provision of 
temporary finance in anticipation of an issue, assist in financing 
long-term contracts at home or abroad or new developments of the 
existing companies or found companies for entirely new enterprises, 
act as intermediaries and financial advisers in the case of merger or 
in the case of negotiations with corresponding international groups 
and generally be free to carry out all types of financing business." 

Such industrial banks are the eventual organisations by means of 
which industrial finance would necessarily be made available for large- 
scale, 'small-scale and organised factory type industries. But in the 
meantime the Provincial Governments would have to grant finanrial 
aid to deserving industries on the skength of the Directors of 
Industries* recommendation either by securing a loan &om the 'com- 
mercial banks by itself acting as the guarantor for the borrowing 

- M yue Sir Basil Blackett’s speech on opening the Calcutta branch of the 0, B. of 
India, July 24, 1834. It mnat however be remembered Hiat tbe practice is not so uniTeraally 

adopted as it ia supposed to bB."" „ ^ 

K See my eaaay on “ tbe Indian Banking ^atem," India Analysed, Vol. ILL 
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iodnstrialiBfc or grant adequate loans as in the case of the Agricul- 
turists’ Loans Act. Other concessions as temporary exemption from 
taxation in the case of new undertakings in the initial stages, exemp- 
tion from rent and royalties or lease of land on favourable terms 
would also be of material help to the industrial concern. The newly 
formed Advisory Board of Directors in the Provinces can give good 
advice to the Directors in the matter of Government help to industries. 
Wider extension of vocational, technical and commercial education 
would be another form of desirable indirect state assistance to indus- 
tries. Preference in public contracts to Indian-made products can be 
granted provided the quality of the product is in no way inferior to 
tbe foreign one. Above all a reversal of Government policy before 
the industry can stand op on its own legs has to be given up. Private 
enterprise must not only be assured of steady aid and development, on 
the part of the state, but no reversal of policy or state-aided competi- 
tion should be initiated as in the case of the Indian wagon industry 
and the coal industry.^ ° 

So far as the cottage industries and small-scale factory type 
industries ate concerned it is universally acknowledged that the exten- 
sion of the co-operative credit system would be the best financial 
solution. Where this cannot be soured immediately the granting of 
small loans has been recommended by tbe Indian Industrial Commis- 
sion. The task of pioneering industries must be taken up and if this 
is not possible subsidies should be granted to individual pioneers in 
this direction. Even in a strong individualist country like Great 
Britain special steps are taken to develop tbe key indastries such as 
tbe dye-stuff manufacturing industry, tbe flax industry and the cotton 
industry. The Macmillan Committee recommended closer relation 
between industry and the English banks and suggested tbe formation 
of a big industrial Corporation for facilitating j^the rationalisation 
movement in the different industries. Even the Bank of England 

« See Sir B. N. Maklierjee's Address to the shareboldere of the Indiaa Wagon Induatiy 
qvoted hy tbe Capital— 'Xodian Indnstiies and Trade 8iq>p]eae&t, December 18, 

^ ^ See Pan! Einzig, “ Montagu Borman," p. 86, Nothing aignificant leanlted out of 
this step. Tbe prioetple involved in tbe formation of the Oompanj was of conrse a breach 
with the mtablis^d troditioos. SChe Bugh'sh induetrialistB came to luaiise that it was sheer 
vaBteoftimB,iailwBy fares and postage to apply to this company for finanoial be^ (ibid, 
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took part in creating the Banker's Securities Management Trust and 
Bankers' Industrial Development Company to facilitate the possibility 
of long-term loans to industries. Quite recently a company known as 
Credit for Industry Ltd. has been organised and the Bank of England 
has a controlling interest in the same. Individual loans up to 
£. 50,000 can be made and they run for periods of 2 to 20 years or 
more. 


State Aid to Industries. 

There are some writers who consider it essential that the credit 
of the state should be enrolled for our schemes of long-term industrial 
finance. The examples of other countries granting special privil^s, 
concessions and subsidies to national key industries can be quoted in 
abundance. The Spanish Boyal Decree of 80tb April, 1024, outlines 
the schemes for granting state assistance to industries. Shipping 
is subsidised by most foreign governments and the Geneva resolution 
which condemns flag discrimination is not carried into execution by 
many. Coming to industrial financing in Switzerland subsidies are 
granted to the watch-making industry and these form a heavy charge on 
the finances of the Federal State.’® In Hungary and Czechoslovakia 
the credit situation is eased to a certain extent by the banks financing 
themselves from loans made by the British and the American banks. 
In Jugoslavia a State Bank is contemplated to help the small trades- 
men and handicraft industrialists. Loans are granted by the National 
Bank in Bulgaria to the different industrial enterprises. Japan still 
subsidises her largest navigation companies. ®® Thus all modern 
States tend to stimulate industrial development by the granting of 
subsidies or by the imposition of protective tariff or by loans from 
official banking institutions.®’ 


18 See the Balfour Beport on OrerseaB Markets, p. 92. 

19 See Sir AifraJ Mond, " Indnsby and PolMcs,” p. 105, quoted from the Bwibb Gowin- 

ment Beport. . 

M Vat an idea of the woi&ing of the Japanese Indnstriel Bank see my monflgrapn 

on the Japanese Banking System— the Journal of the Department of Ijelters, Caloutta 

Dniveisity. . i • ,i 

SI See S. B. Thomas, " Britiab Banks and the Financing of ludns tries. 



THE nmUSTBIAL BUSKS 


843 


Already some of the Provincial Governments in India are grant- 
ing to industries doing basiness in their provinces. But for 
greater developments in this direction grants under State Aid io 
Industries Act are essential to solve the middle class unemployment 
problem indirectly by allowing industries to absorb them. 


The existing Industrial Banks. 

The first bank to undertake this new type of banking business on 
a large scale was the Tata Industrial Bank. Modelled on it several 
banks were started and they professed industrial financing as their 
avowed object. Some of the following joint-stock banks have been 
started for conducting industrial financing. 


Name of the Bank. 

When registered. 

Poid-np Capital. 

The Tata Industrial Bank 

11-2-1917 

Bb. 

2.2SAe.6ftn 

The Induskial Bank of 

Western India 

1-10-1919 

89.47.000 

The Eamani Industrial 

Bank 

1921 

60,00,000 

The Indian Industrial 

Bank 

1920 

3.26,000 

The Baikut Industrial 

Bank 

1922 

2.47.000 

The Simla Bankiog and 

Industrial Company 

1921 

8,89,000 

The Laxmi Industrial Bank 

1923 

1,01,000 

Native States. 

The Mysore Industrial Bank 

The Gunduipet Industrial 

24.6.1920 

6.07,000 

Bank 

4-7-1920 


The Central Ikavancore 



Industrial Bonk 

18-9-1919 


The South Malabar Indus- 


trial Bank 

6-4-1920 



several of the loan companies 
attempting to imitate the grossbanken in conducting mixed 
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banking business. But they are totally lacking in the foroeful initiative, 
untiring perseverance of knowledge and organising ability which ace 
the marked characteristics of the German banks nor have they the 
requisite capital, scientific and general economic knowledge and 
esperience at their back. They are little better than mere machi- 
neries for raising capital and much cannot be expected by their 
nnco-ordinated action. Industries cannot be conducted successfully as 
small independent units. Hearty co-operation should exist between 
the industrial, financial and commercial communities. As Bir T. 
Holland says, " industries cannot flourish singly but in family groups, 
provinces do not develop singly but in federal associations. For the 
essential communications, for necessary raw materials, for markets 
and for financial aids and even for unskilled labour one province must 
rely on the resources of another," This fact is more clearly em- 
phasised by the Bombay Advisory Committee to the Indian Industrial 
Commission which says, " the establishment of a Central Industrial 
Bank or similar organisation with a large capital and numerous 
branches designed to afford financial support to indnstries for longer 
periods and on less restricted security that is within the power of 
practice of the existing banks is urgently needed as in the case of 
Japan a certain amount of Government aid and Government control 
are also necessary for its safe working." 


Oenttine Industrial Banks. 

More indnstrial banks which are in touch with the small indns- 
trialists and which are fairly able to estimate well the prospect of a 
large range of factory-type industries and which possess safi&cient 
money which can be locked up for long time, are an important desidera- 
tum for promoting the new-born industrial activity of the country. 
The industrial banks should possess a large amount of paid-up capital 
and attract deposits payable after a number of years. If additional 
capital is required it should be raised by means of debentures which 
may be repaid after a period of 15 or 20 years. The ainoant of cartel , 
that can be raised by this means can be locked up with impunity. The 


n See tie Jonrnel of Indian Indnstries and Labont, Feb., 
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industrial banks should have nothing to do with short-term deposits, 
remittances of money and the other ordinary commercial banking 
business. The Indian Indnstrial Commission recommended that these 
industrial banks should take up ordinary banking business. This is no 
doubt due to the desire to make the concerns profit-making ones, and 
whether such a thing should continue in the future will mainly depend 
on the number of industries forthcoming for help. If demand for in- 
dustrial finance is keen it would be unwise for these banks to conduct 
a mixed banking business.^s Thereby they would be defeating the 
eery object and intention with which they have been started. Just as 
co-operative credit societies are to be granted access to the central 
reservoir of credit under the hands of the Central Banker so also the 
different industrial banks can also seek to expand their credit resources 
by seeming accommodation on their own assets from the All-India 
Central Industrial Banking orgauisation if it were to be started at any 
time in the near future. 

For the starting of the bigger factory-type new key industries the . 
state must aid private initiative wliich puts down the requisite funds. 
It is by this means that India can be made independent of outside 
sources in the supply of these products. The state can pioneer a few 
such industries and hand them over to private enterprise after it has 
proved its commercial possibilities. The development of electrical 
power and distribution of this energy to cottage industries, municipali- 
ties, factories, mills, printing presses, workshops, etc., can be done 
easily in different provinces of this vast sub-continent. The development 
of the electro-chemical industries is another advantage. The manufac- 
tures of heavy chemicals on a profitable scale and the development of 
the aniline dye industry in the country can never be accomplished 
without state pioneering on a large scale. The development depart- 
ments must pioneer the key industries and their work is not finished 
it they merely keep op an establishment for granting technical advice 
on industrial matters.®* The native states such as Hyderabad and 

® Similar objectiona bare to be lerelled if the Imperial Bank of India were to attempt 
to^^dnet indoatrial financing on a large scale. Vide chapter on the Imperial Bank of 

** kems of anccesafal work on the part of the Industries Departments of the 

diSoient Provincial Govemmeots are carefully outlioed by A. G. Glow, " The State and 
fudaslty,” Chapters VII to XTV. 

44 
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Mysore pursue a more benevolent policy encouraging deserving cottage 
or factory-type industries. An Industrial Trust Fond of one crore of 
rupees has been inaugurated in Hyderabad. Even the Nizam’s State 
Railway is forced to assist new industries by favourable railway rates. 
The state pioneering of the bone-crushing and soap industry, granting 
of loans to indastries, subscribing of share capital to the cement and 
glass industry and the lending of experts to solve technical problems of 
the cotton band-loom industry are too well-known to need any detailed 
repetition here. 

So far as the existing factory-type industries are concerned the 
managing agents look after the financing side of the transaction and 
they have wisely built up reserves in most cases so that existing indns- 
tries finance themselves or pursue the policy of attracting depoats from 
indigenous bankers and lock them up to a certain extent in their own 
business. 


Certain Precautions. 

Barring the few industrial provinces like Bengal, Bombay, Bibar 
and Orissa and Assam there is not much scope for these genuine indus- 
trial banks in other areas of the country. The Tata Industrial Bank 
did not find enough scope for the business and the maximum indus- 
trial financing conducted by it amounted to roughly 82 lakhs. The risk 
of prematurity would have to be run if too many industrial banks are 
to be started. In the United Provinces Mr. 0. Y. Cbintamani, 
Minister in charge of Industries, appointed a committee to enquire into 
the problem of industrial financing and its report was to the effect that 
no such industrial banks were ndcessary. No industrial banks would 
be needed if industrial companies accumulate handsome reserves and 
make provision for depreciation of machinery and other items of fixed 
capital. Their short-term requirements can easily be met by commer- 
cial banks. Commercial banks can aid indastries by means of their 
six-months’ loan on the security of promissory note of two directors who 
will be jointly and severally liable for the debt. The problem in India 
however is different. Indnstrial banks have to act as partners in newly 
created industries and make those ventures successful concerns. Like 
the German banks which, acting in co-operation with shipping, insu- 
rance and railway companies, looked after the sale of the finished 
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produots and Beonred foreign markets for them, the genuine Indian 
industrial banks would have to pursue a similar programme of 
iniiiating, developing and expanding the factory-type industries of our 
country. Many of the existing industries like sugar, oil and glass 

require intensive development and capital would be needed for this 

purpose. It is a matter of gratification that Sir Pochkanavala 

Oommittee has recommended the starting of an Industrial Bank for 
the Q. Provinces. 

Provincial industrial banks are needed in Bengal, Bihar, Bombay, 
G. P., Assam and the U. P. They can be started with a large amount 
of share capital. Additional funds if needed can be raised by deben- 
tures. Such industrial banks should finance the requirements of indus- 
tries of the province. An inter-provincial co-ordinating organisation 
can secure co-ordination. The author is clearly against the promotion 
of an All-India Industrial Bank as (1) theFederation will have no ample 
finance, (2) there are few all-India people studying industrial require- 
ments of the country, and (3) the different demands from Provinces would 
be too heavy to be financed by a single All-India Bank. Industrial deve- 
lopment is a provincial subject and an All-India Industrial Bank will 
meet with constitutional difficulties. If such nation-wide industries exist 
there will be the necessity for an All-India Industrial Oorporation. 
But even this can be rendered unnecessary if the Inter-provincial Board 
properly co-ordinates the activities of the Provincial Industrial Banks. 
In matters of accessibility to foreign markets, popularity and confidence 
an All-India Industrial Bank would have a distinct advantage but this 
can be secured by one inter-provincial organisation. Bach Provincial 
Industrial Bank can have a starting capital of Bs. 1 to 5 crores which 
may be augmented by floating debentures to the extent of 10 to 15 
times their capital. While long-term deposits can bo safely secured 
deposits for a shorter period than three years ought to be refused 
altogether in case commercial banking cannot be safely conduoted 
along with industrial banking. So long as short-term deposits are 
refused s'lort-term loans cannot be granted and existing commercial 
banks will not feel the stress of competition. A Government guaran- 
teed institution either with reference to capital of shareholders or 
debenture-holders or interest on capital of shareholders or debentuie- 
holders or both would make the industrial bank a popular body. The 
making of debentures trustee securities 'would easily enhance their 
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popularity. Under proper Government supervision and control the 
provincial industrial banks might be made to run on successful lines.*^ 
They should refuse loans to speculative concerns or overdeveloped 
industries. With proper sinking fund arrangement to repay the 
debentures the Industrial Corporation can succeed. 


The Principles of Industrial Credit. 

The industrial bank should not finance solely one single interest or 
a single group of interdependent interests because the bank's fate will 
be ruined in case any calamity befalls that industry. The way to help 
new industries is to supply initial capital after carefully esamining the 
business proposals or provide a money loan after the industrial concern 
is floated in the market. It can grant loans on the industrial securities 
of the concerns or it can underwrite some of the Company’s ^ares 
itself. But it is essential in this case that the Directors of the Bank 
should first of all know something of the undertaking. It would be 
wise if it were to employ specialists in this direction to esamine the 
proposal and pronounce their opmion on the future prospects of the 
industrial undertaking and. be guided according to their advice. The 
advice of the Industries Department can also be eorolled for the same 
purpose. The Industrial' Bank should wisely distiibute its capital, 
i.e., loans on plant, buildings and lands should be well considered and 
limited in each case but it is always in its interest not to invest a large 
proportion of its resources in providing working capital to new concerns. 
The success or otherwise of the bank would depend on the limitation of 
each class of business to its proper proportions. But, of course, when 
it supplies much initial capital it sbonld take care to protect its own 
interests by employing one or two of its men as directors of the new 
industrial concerns. Its r6le should be that of a confidential adviser. 
It should build-up a sound reserve cut of its surplus profits. 

Tbe'arg^umeola for an All*India iQdaatoial Baok are not at all valid in view oi 
fact that iaduBtries fall within the province of Provincial Governments, that iht large resources 
needed cannot be seonred by the AlUndia Governuio.it. that ibe econoiny of expert man^- 
ment cut of all-India experts at the centre can be secured by biwowing these exp 

In view of the" fact that on the otherhand an intor-provindal organisation to secure pro^ 
bnancing would eecnre proper co-ordination the Federal Legislatore of t e co 
■would have to decide the formation- of this body. 
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The task of reudering financial help to all industrial concerns lies 
before the industrial banks that hd,ve ariten and that are jet to arise. 
The Federation of Bengal Loan Societies should not only act as the 
fipa nwn.! provider to the 1,000 loan companies that would be affiliated 
to itv But it should be able to give expert advice and encourage 
qualified Indians to take up those manufacturing lines where there are 
possibilities of success. The Federation of the Bengal Banka ought to 
consider it as its duty to bring about through the Loan Companies the 
development of inland transport faciliiies by starting and financing 
Bf pn.ll light railways, modernised ferry services and the motor services. 
The industrialisation of agriculture, the starting of engineering 
workshops, and tacking on of subsidiary industries to agricultural 
occupation as poultry farming, bee-keeping, dairy farming and'cocoon 
rearing cannot be accomplished without long-term financial aid from 
industnal banka and a proper financial supervision would also enable 
them to meet with success. J ute mills in the different Bengal districts 
are essential if the emancipation of the agriculturists from the thraldom 
of the foreign capitalists who control the market is to be removed. An 
enterprising Industrial Bank or the proposed Federation of the Bengal 
Loan Companies can hope to control all existing insurance companies 
of all kinds. Fire, Life, Marine and Accident included, on similar- lines 
as the Calcutta American Foreign Insurance Association. Some of 
the industrial banks might even hope to control the sale of the exports 
in the foreign markets by providing suitable arrangements with foreign 
trade associations. The exploration of foreign markets can also be 
accomplished by Indian Consular agents established in the foreign 
countries.®® 

In Great Britain the British Trade Corporation undertook 
to organise study and research into new ideas and inventions and 

X CoDBuIar agents and Trade CommissionerB sitting bb the represent atives of the 
GoTemment of India most explore the Foreign markets and communicate to the Indian 
indnstrialists the exact reqairementa . Thna they can expand the export trade of the ooantry. 
It is not the cotton indnstrinlists or mBnufaotnrers alone that can be benefited. A museum of 
Indian products ought to be attached to these offices and ioforination regarding the exhibita 
shonid be made freely avaiUble to foreign consumers. Erery trade must have an expoit- 
aelling organisation acting in touch with the industrial banks and seek the sale of prodncts 
whidi are not absorbed in the home market. 

For the actual work accomplished by the Trade Indemnity an off-ehoot of 
IheBntish Trade Corporation— see L. B. Eobinson’a “Foreign Credit FacilitieB in the 
Umted Eingdom.” 
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examine and nmse ne^ schemes of developments until sufficiently riue 
for public investment. The Corporation was meant » to act as a link 
between the British investor and British industry.'* Our Industrial 
Banks should have this lofty ideal before them rather than be mindful 
of their own interest and attend to ordinary banking business, also 
There is no use of merely granting loans on approved securities to the 
existing industries. In the absence of trusts or finance companies or 
underwriters they must float undoubted industrial companies under- 
writing their capital and offering the public ample facilities to invest 
their humble savings in these new undertakings so that they should 
not only be helping the existing industries but actually create new 
industries where there are possibilities of success. If Tndi>TT s possess- 
ing the necessary industrial initiative and resourcefulness are not to he 
had they should persuade enterprising entrepreneurs of the West to go 
over and convert the raw materials into manufactured products rather 
than allow them to be shipped to foreign lands to be re-exported to 
India as finished products. This process will enable the Indian 
Industrialists to gather first-hand technical knowledge and adequate 
experience from the foreign manufacturers' hands. Then only can a 
great impulse be given to industrialism in our country. 

The Provincial Industrial Banks can purchase the total output and 
offer the same for sale in its depots and the industrial banks would be 
justified in charging a slight commission for this work. The recently 
started U. P. Industries Beorganisation Committee echoes this self- 
same opinion which was voiced so long ago. They can also bring 
about the use of improved machines, tools and appliances by the 
method of hir e-purchase system. Some such financial help is required 
in the case of several of our cottage industries if they are to be rescued 
from-the clutches of the rapacious mahajans. Cotton-weaving, brass 
and bell-metal industry, the cotton industry, the chioon and 
embroidery industry, and the cutlery industry can be helped to a great 
extent if' small indnstrial banks, working in co-operation with the 
industries department of the Provinces, ate started on a large scale. 

Again t'he industrial banks must realise that the Indian investors 
have no proper guide at present to direct their savings into productive 
channels. T^ey look up their savings in the Post Office Cash 
Certificates or invest them in unremunerative forms of employment. 
Such miBdireotii?n of savings and their wrong use should be checked 
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and the indnetrial banks shonld stimulate the promotion of new 
industrial undertakings and carry them to a successful Mncluaon. 
India is capable of becoming one of the foremost industrial countries 
of the world if only her industrial banks can supply the needed 
enterprise and provide effective finance and induce for some time to 
come the required technical experts to come out from the West and 
settle here. Our own capital is immobile and our business knowledge, 
skill and banking experience are limited aud until there is a 
marked improvement in these lines co-operation with British business 
knowledge is absolutely necessary. Onr industrial banks should work 
in olo«ft harmony with the existing foreign industrialists and capitalists 
in oxn country and try to create the investment habit in the minds of 
our people. But finance is not everything in the matter of industrial 
organisation and its success. Industrial leadership is no less 
essential. 


Wliat the Government have done so far. 

The Government of India pTofesses sympathy and has laid down 
as its policy the successful promotion of Indian Industries.^^ The 
adoption of the policy of scientifically discriminating protection and 
the appointment of an expert Tariff Board to examine the different 
applications for protection have become accepted features of its policy. 
This gives us indeed a new meaning to the powers of fiscal autonomy 
she possesses. As the present-day drift towards a policy of nation- 
wide excises on home manufactures would stultify the protectionist 
policy and retard our industrial development, it has to be forsaken as 
soon as a healthy financial situation is reached. The purchasing of 
stores in this country, the appointing of a popular minister in touch 
with the needs and aspirations of the Indidh industrialists as the head 
of the industries department, the passing of acts intended to outline 


« The aboUtion of the cotton excise duties, the grant of state snbsidy to the Tata Tmn 
and Steel Wotks, the putohase of indigenous articles and the granting of increased funds for 
Boientifio research are unmistakable proofs of its sincerity towards the cause of onr indus- 
trial derelqpinent. 

» A more enlightened policy of Government pnrchase of stores was inangurated 
in 1928. Rupee tenders and a patronising of the Indian mannfactnras without 
quality are its corner-stones. 
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Ibe financial aid of the state to industries, s® the formation of Advisory 
Industrial Boards in the various provinces to help and guide thi 
deliberations of the Industries Department are useful steps in the ri^ht 
direction but the starving of the transferred departments is too well, 
known to need any repetition here. Without adequate funds even for 
I he undertaking of scientific research by the several industries very 
httle could be accomplished by the State in the direction of industrial 
development. The Provincial Governments have not however kept 
quiet in this direction. “= The starting of the Mining School, the 
Bengal Tanning Institute and the Calcutta Technical Institute are 
tangible proofs of the anxiety of the Bengal Provincial Government 
to improve technical and industrial education in co*ordination with 
Indian Industries. The local Governments have represented the case 
of the industries in matters such as currency and railway freights 
to the proper authorities. Something more has to be done in this 


Some of the ptovineial gowrnmentB have lent to the dilfennt indastrielists anb- 
Btantial amounts and in mo»t cases the; hare been returned promptly. In several instaDces 
there are no assets to he realised and the Oovcrnmcnt lost the money odvaiiced. In otber 
cis.B even after redouiog their claims they have heon unable to reciaim their loans. Bet this 
policy of substituting reduced claims of lesser atriageaay most be foUotved unanimously so as 
to make iha policy of rccoodtruction possible. Such a policy is framed by the English Joint* 
stock banks. See the recent rccoiistrurtion of Messrs. Pearson and Enowles— Manchester 
Guardian Coinmetcidl — July 12, lu2d and September, 1027. 

3t It must be admiited that febe hleston Award is xespousible for this. Thanks lo Sir 
Basil Blackett these Provincidl cantribueions lisve been wiped away. But the industtisl 
provinces like Rengdl, Bombay and the United Provinces have very little resources left to 
thfim to be utilised for tho nation*buildiag departments. More iesoutci*s should be granted 
to them so that they may discharge their duties properly ond aid the development of 
natioonl welfare. Only direct taaalion is lefc to tbj Pxovinciol Governments. Indirect tsso- 
tion lies solely in tho hands of the Central Governiueut and it has also two of the most im- 
portant direct tases, uauiely. Income Tex sod Super Tax, in its hands. Tho Provincial coatri- 
bntions to the Central Government have been removed altogether but no great relief has been 
secured thereby foi the industrial proviuces have to meet ever-evpanding items of e^adi- 
toros with atationary resources. Tho Central Goveromont should not encroach further upon 
the field of direct taxation. Again tba transferred subjects should be given moie money ss 
soon as promising schemes of developments ore hatched by the ministeis. A change ought 

to appear in days of provincial autonomy. 

M 8o recently as m 1927 a resolntion was moved in the Council of Ststa nrging the 
All-India GovenSnent to set aside 60 lakhs annually for a period of 10 yests, for developing 
industries and toindnstrial research and theAlUhdis 

indnsteial eervicos slloh as chemists and engineers. 
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airKfiim. Tho.torwparotoM policy mght to feTOOi 
tries. It ahooM put an end to the differential treatment of 
and Indian induatriea by the Railway Companiea.” India need not ^ 
throngh the tong apprenticediip of patient trial, research and exp^era 
by which the.indnatriea of the Enropean conntries have been built np^ 
By engrafting on her economic syetam eome of the featnree of 
IrioIiBed countries India will become a tower of strength to the British 
Empire. Provincial Bmporiams, commercial mnsemns and propa- 
gandist bodies should exist with the sole aim of creating a taste for 
the created products of the manufacturers of the provinces, 
sobsidiBed Provincial Marketing Associations should exist and function 
on lines akin to those of the Empire Marketing Board., The services 
of provincial industrial experts capable of guiding the industries in 


** The Bailmr Board haa no doubt haned a OirenlM on May 18, 1918, to tbe BoBviigr 
oampanfea pointing out (bat tbe daTCl< 9 inent of indoBtriea wotdd inoreasB tbcb bannaaa and 
Bailtraj adminiatratlon aboold do mnoh for the ntcouragsuent of iadnatriaa by tba quotation 
offaToniabla ratea for the carriage of rav materiala and of finiahed prodncta. Theyveie 
aha Baked to cooperate in making a apedaJ endearont to do all that tvat pnaible for flte 
encouragement of tba Indian indnstrlea. But the excellent iatentioDB of the Government get 
vhitfted down to precioua little while filtering through the edmioiatrative strata of the Bail- 
way companies. Before tbe three oommitteea of 1818, 1921 and 1922, namely, the Indoatrial 
Commiwion, the Bailway Committee and the Biwal Commiasion eevere) of tbewitnesseaapohe 
dispangingiy of tbe Bailwsy rates policy. The Hallway Bates Adviamy Committee should be 
converted into that of tbe Bailwsy Hates Tribunal aa in the caae of tbe American Inter-State 
Commetee Commission. Above all a re-arrangement of the railway lai^ on a aonnder 
foandatiim ia the immediate neceaaity, Tbe introdoction of a tbotoagb telescope system' lot 
goods traffic over variona railways as is prevailing in America is essential. Sven the Britiaii 
Hallways adopted thia in 1891. These exist here only in tbe ease of looaljtrsffie. Tnn te»d ^ 
forming tbe heavy rsserme, the leduotian of ratea and fans si^d oontinna 

She atandardiaation of railway nvenne so aa to aecnte the fixed oonttibntion to the 
general tevanne, the gnaranteed iotexatt, depzedatioa and other capital liabiUdeB, is also 
essential, lha developing of railways in new areas end extending the technical improve- 
menla have also to be considered as equally important.- Theadi^tion of a nngnj m o ns * vte n 
wbedah ia iong overdne and withont snch iapetae it ia difficnlt for this country to vyj i r m 
j'oduatrisl progzeaa. The recommendations of the Wedgewood (himmittee ought to he canted 
out. 

Similarly there is no use of merely weerving the coastal traflte to tho Indian «».trr *" e 
^paniea alone. Hedurtion of shipping freights is essential to enable tbe Indian indoatrial* 
Mts to enter the foreign aarketa and compete aaeceaafaUy with other foreign or 

domestic prodncers of the foreign coontnea Tbe Meek Coamieaian has failed to enalya'e bow 
theahipping iffiaige as an item of cost to he homo by the Indian indnstrialist has been 
tandieapping him in competition with Japanese prodncta in markets of tbe Kear Eaafc 
and Africn. 
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their different branches ought to be placed at . the disposal of the 
mdnstries by the i>rovincial Government. Commercial ard financial 
intelligence should be supplied gratis. A combined system of com- 
mercial knowledge with vocational or technical education has to be 
approved in place of pure technical schools. Travelling teachers 
might carry on further instructional propaganda and be of particular 
use in demonstrating improved measures of production. The Provinces 
of Madras, Bengal and Bombay ought to pursue such an industrial 
policy as outlined above. 

■- - So long as the period of falling prices and heavy depression is 
continuing it is advisable that the State should delay the formation 
of industrial corporations. Nothing is more important than that a 
definite ind ustrial policy sliould be developed, for without such a help- 
ful attitude the dumping of products by a foreign firm would easily 
destroy the locally manufactured ones. More finance, better finance, 
a definite industrial policy, capable industrial leaders , highly qualified 
technical experts, the development of entrepreneur spirit on the part 
of the people, organised enterprises and an organic relation between 
industry and the State are the sine qua non for the growth of Indian 
industrial enterprises under Indian control commensurate with the 
available resources, labour supply, great variety of the climate, and 
abundantly rich and diversified raw materials of the country. 

Nothing is more important than the shattering of the foreign 
expert’s opinion which says that “ the state should have uothiug 
to do with industrial initiative and enterprise." The foreign experts 
have evidently, forgotten how the post-war economic recovery of 
Germany has been secured -as a result of State and municipal activity- 
In public enterprises so vital for economic welfare the State has formed 
joint-stock companies and has managed' the industrial activity on 
.pure business basis. About one-fifth of the entire economic activity of 
German life is in the hands of the various Governments. The self- 
same lesson of governmental industrial activity can be grasped from 
a study of the Italian industry. The " Institute Mobiliare Italiano " 
has been recently started for making loans for a period not exceeding 
ten years to Italian enterprises of a private character and the acquir- 
ing of shares in such undertakings. It is meant to solve the twin 
problems of industrial finance and banking stability at the. same 
time. 
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' Unless India desermines whioh type of soc 
Bophy. she', cates to adopt nothing definite as 
the Indian State toviards organised indostrial 
shadowed. Unfortnnately nnder the new constitntion of 1935 economic 
improvement is left to be achieved by private initiative alone. A 
oontinuanoe of /<ni« traditions means the free play of the forces 

of private capitalism. If the paternalistic State socialism which . is 
the order of the day in all civilised connfaies is to he advocated, and if 
tile preconceived belief that on the average Government enterprise is 
less efficient, less progressive and more costly than private enteapiise 
is forgotten, the Indian people would have to decide what usefnl part 
the State has to play in the industrial and economic life of the people. 
Every natnral industrial monopoly and large jaublic ntilities sncib as 
eiecirio power resources have to be worked under State ownership and 
control. The holding company (Germany has developed the holding 
company known as V 1 A G. or to give it its full name it is known as 
the Vereiaigte-Induatri-unternnungen Aktiengesselschaft. It is a 
company with a capital of 120 mil. marks. Its enterprises include, 
besides the bank, the accounting firm, electricity, gas, alominimn, 
nitrate, iron and macbinery enterprises and a steamship company, 
loiter form of business organisation and industrial leaderriiip will be 
needed for our success in this directaou ; or the managing trust form of. 
enterprise so well-known in the German industrial field would have 
to be built up. 



activity can be fore- 


'A note on the German Industrial Bank, 

, The recently started German Industrial Bank should not be mis- 
taken for a bank founding new industries or financing the existing 
German industries. It was created to act as an intermediary for the 
German industria] enterprises and pay to GjoBMehEtiis: to the credit of 
the Agent General.for the account of the Trustee. The local redemption 
debt of 6 million gold marks has to be paid by the German industrial 
OTterpnses and each industrial enterprise has to float the bonds or its 
debentures and.deUver them to the bank. Each debenture is payable 

m gold marks and is issued in favonref the German Industrial Bank 

Agamst th«6 debentures the Industrial Bank issuesS?!. industrial 
bonds payable to bearer in two series of fij milJiaid gold marks-each'. 
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The German Industrial Bank has a capital of 30,000,000 gold innrir, 
with its head office in Berlin. The managing board is of German 
nationality and the Board of Directors is composed of 15 members. 
On February 28, 1926, the industrial bonds were issued and there aie 
about 605,000 assessed industrial enterpiises responsible for the pay- 
ment of the reparation debt. (See Bergmann, “ Beparations 
Payment.”) 
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CHAPTER XII 


AIobtgagb Banks and Agbicdltdbal Cbedit, 

Etsof aj^liEation— SDsaBhsafaon in the case of o^bcr banking lyEtems— Necessity of 
mortgage banks- Ii-gislatioms no cnre for th- sitnahon— The moneylender mnst become a 
mo3-m banfcer-Urban mortgage banks-Tb- es:>ent al factors of czedit-lie fnnchonof 
credit in agncnltare— Analrsis of credit needs— Bnating credit facilities in-tbis conntij^Faci 
lifaes in other oonntnes—Tbe example of Germany— Tbe example of France— The example 
of the U-S A. — ^Tbe example of other eonntnes 

Mortgage hariks and agricultural credit 

The twentieth centniy is a century of specialisation This 
tendency towards specialisation is risible in banking business as in all 
other walks of our business life The English banking system es 
hibits the specialising tendency to a very marked degree The ordiuaiy 
commercial banks or cheque paying banks ” take up the business of 
attracting deposits and distribute their capital m loans, overdiafts and 
discounts They make every effort to meet the short-term credit reguue- 
ments of commerce, small agriculture and industiy ^ The discount 


2 n IS oftes stated m the Umted Eingdom that the commercial banka do not treat 
agnenliare cfiapatlietically as tbey do the urban mterests The disappearenoe of tbe old 
country banks and the extension of brandi<>s of big jomt-stock banks Trhose pohcy is gmded 
hj the Ifondon Board and the diaimng away of tbe rural deposits to urban areas for 
commercial and ^eculatiTe purposes at home and abroad are considered as leading to tbe 
nnsympafhefao treatment of agneultural interests Tbe banks refute tbe charges of 
un^ympatbetic policy, unfamiliar managers and discmnmation in favour of commercial 
investment and pomt out that more agneultural loans are ontstandmg to-day than m the case 
of small local and pnvate banks Tluy pomt out that there is keen oompetibon among tbe 
pnnt-sto^ hanks to develop the agneultural connection. Overdrafts un^ecified as regards 
purposes are fregnently granted m preference to loan accounts The old bank managers are 
stai in rfdee to help flie new managers m the matter of stndymg local charactenstics of 
business Both in England and Scofland the banks have largely invested in loanmgto 
agnenltunsts to meet their short-term needs The sureties are oon]omtly and severally 
liable and are bound to the extent of tbe pnnetpal plus three peart' tnieresL The rafc of 
interest charged appears to be five per cent ’ Fide tbe Beport of tbe Chambers Committee 
on Agneultural Credit. See also Walter I-eaf s Address, Annual General Meeting of tie 
-Westminster Bank," Febmaiy, 1823 



mobtgagb banks and 


AGMOUMURAD obeojit 


b«A.«..B-I*o.to4 by l»n-b»teB, «.a ibe big " 

whonin»imiohbigg«bookHi»nthBindiwdiialor ronnmg b>^ » 

ThencoeptoiK* btMinm » looked a(t« by oertem metdhent hoo^ 
though to a certain extent the commercial banks- are becoming e 
* \7atch dogs ’ over the volume of acceptance The British Trade 
Corporations was started in order to grant longer credits to industnes 
and trade and any com petition with the existing commercial banks is 
altogether eschewed h y certam rules in its charter Besides these 
bodies there are other schemes of mdustrial and mercantile banks m 
London with regional banks for promoting fo reign trade and industry,® 
international credit and discountmg institutions * Mortgage loans can 


be secured through such well-known channels as private investors lend- 
ing through solicitors and insurance companies Tn England the 
Investment Trusts and Fmance Companies conduct loaning business 
on mortgage of lands, houses or shop property The Yorkshire Penny 
Bank and the Birmingham Municipal Bank specialise in attracting 
deposits of the poorer classesj Specialisation has extended so far that 
certain types of customers have developed the habit of conducting their 
husiness exclusively with one bank alone ® Both long-term and short- 
term credit reqairements of English mdustry and trade are now pro- 
vided to a certain extent by special financial schemes devised by the 
British Parliament since the war Though these were solely organised 
during the critical post war years of financial and economic instability 
and unemployment they are still continued and extended for short 
periods m view of wide spread unemployment existing in the country, 


* The Bbtish Trade Oorpoiation has proved a failnie and the expected advantagee were 
not realised to any large extent It has become a part of the Anglo-International Bank 

3 Amon" these the most important are the British Overseas Bank and the Bntisli Bank 

for Foreign trade 

* The IiencBshird Banks an closely Identified with the cotton indnstry The most 
important of the Lancashire banks en tt) the William Deacon Bank, (2) the LancashuB 
and Yorkshire Bank, (8) the Diitnct Baoh, (4) the Manchester and Oonntiy ._j 
(6) the laverpool end Martin 


s An account with the Bank of England is oonsidend as a commeroial Coatof Aima 
Messrs Conlta and Conpany was considered as a bank of fashionable soraety Tt wbb 
lecantly amalgamated with the NahouBl Provincial end Union Bank Cox and Comoanv 

was regarded as the militaiy bankets » was recently amalgamated with Uyods Bank ‘ 
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Details conOTning the workraj of tbeHsae IMiBes Act«otthe 
Export Credit Sohemes •’ are sorely oot of pdace in a book on bankini; 
bnt the fact that the state had to take action which includes financial 

measures to promote trade and industries must be referred to at the 

outset when new industries are started in a country and it need not 
be stated that they should not be unduly prolonged. When private 
enterprise is incapable of providing sound long-term credits the need 
for exceptional state action has to be recognised. 


Specialisation in other systems. 

The same specialising tendency is visible in the Japanese banking. 
There are five different types of bankers which deal with home trade, 
foreign trade, industrial business, agricultural business and colonisation 
business. Besides these there are a large number of savings banks, 
ordinary commercial banks and a large number of co-operative societies 
transacting business. 

It is only in the country of Germany that the Oross-banken 
perform a ** mixed ” kind of banking business. These German credit 

i> The Trade Facilitiee Act was first passed in 1931. The Tressiiry and a small Adriuty 
Committee of esperts gnaranteed the pajment of interest, prineipsl or both if the proceeda 
of the ease were to be applied for capital undertaking and ironld promote employment in 
the TTnite'd Kingdom. The loans are in practice mode by the Inanranee companies w 
banka and the applicants axe either public bodies or citizens of the Empire as the case may 
be. Thia Act was extended to March, 1927, and aboot 75 mil. irortb of gnarantee were 
given by the state. Iron and steel, engineering, the abip^bailding, the baQding and the 
electrical indaattiea were the chief indnstriea that were promoted by this Act. The prenst 
Chancellor of the Exchequer is of opinion that the Act has exhaosted its nsefolness sod it is 
not likely that it would be extended foither. 

7 The objertof the Export Credit eoheme is very wide for it aims not only at solripg 
the nnemployment problem in the Gnited Kingdom but aims at the economic reitoration 
of eonntries. The Overseas Trade Act was passed in 1920 empowering the Board 
of Trade to make advances np to a certain amount on goods wholly and partly manafactarsd 
in the Gnited Kingdom. The method ol guaranteeing the bills of exchange drawn by 
ttadeia. in respect of export to connliies including those of the British Empire has been 
allowed and in 1926 barring Persia all other conntiiea were inrlnded in thie BcheOfc 
Macbineiy and goods reqniring long-term credits are financed by this method. The Credit 
T,.p«rai,P« Committee zecognieed Che neceaeity of continniog this gnarantee qratem and under 

the Trade Kacilildaa Act of 1926 the period of guarantee was extended to Beptembar, 1929, 

and would remain in fojce till September, 1933. Exports wholly or partly mannfaetured in 
the Gnited Kingdom inclndjog coal can be financed by fljis method. 



361 


HOUTGAOB banks and AGBICUKCOBAL OREiDrP 

banks are, as Lord Inchoape styles them, “the clearing banks, 
acceptance honse8,i88nmg houses, discounting companies,^ promoting 
syndicates or exchange bankers, traders and bankers ’ As the 
JlconowMt puts It “the German banks are stock, bill end exchange 
dealers and brokers, bankers, merchants, trusts, financial and 
promoting ^^ompaniafl 8 Beisser has taken much pains to show 
that this has been due to historical conditions and that these “ credit 
banks ” were called upon to help the process o£ industrialisation 
Bnt even in the pre war days German banking illustrated clearly 
the extreme tendency of specialisation The different banking in- 
stitntions can be ronghly dassifidd nnder the following heads, the 
note-issuing banks of which the Beichsbank is the most prominent 
one, the credit banks known as the grossbanken, private banking 
houses, twelve Overseas Banks, thirty eight mortgage banks, com- 
munal, urban, district and rural mortgage associations, agncultnral 
credit banks, three thonsand one hundred and thirteen savings banks, 
Distnct Municipal Associations and Artisans* and Farmers* Co operative 
Loan Banks At present however the banking system is socialised 
and 18 made to work under the anpervision of a Board of Control 


Oiir Banking System 

Although the system of Indian banking conducted on Western 
lines IS still in its infancy it exhibits some signs of specialisation 
The Imperial Bank and the Indian joint stock banks finance the 
internal trade , the Elxchange Banks deal with foreign trade and its 
finance. The Oo-opecative Societies and the P 0 Savings Banks 
try to eneoucage thrift among the poorer classes A few industrial 
banks have arisen recently to finance industries but they are 
ordinary banking busmess They unite deposit banking with different 
other operations The task of keeping assets of a sufficiently liquid 

character in order to balance the demand obligations of a commercial 

bank is no slight one specially when operations partaking of a perma 
nent character such as industrial finance are attempted Many an 


46 


• See (Ae Bemmut, October 81, 1911 
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AufJionty bas vmtten deprecsatuigly of this tendency and points out 
that It only paves the way to a commercial cnsis ® 

Instead of combining such risky operations in the hands of a 
single bank, however pressmg the necessity of a liberal financial 
assistance to our industries and agriculture might be, it would be 
better busmess if banks were to specialise in long-term loaning If 
separate financial agencies are created our banks need not, like the 
Gorman banks, be nick-named " Alerlei enterprisen ’’ and maids of 
ail work or a kind of financial universal providers However muofa 
our banks may be animated with a desire to emulate the bold and 
danng yet fruitful policy of German banks they should realise that 
the amount of their paid-up capital, the low proportion of then cash 
reserves and liquid assets, the short-term nature of their deposits and 
the absence of masterly financiers are real limitations warning them 
of the dangers involved in their ambitious programme to obtain 
absolute control over foreign trade, commerce and industries of our 
country 

Mortgage Banks 

The long-term credit requirements of either industry ox agricul- 
ture have not been studied carefully The mortgage banks of the 
joint-stock type or co operative mortgage associations do not exist m 
this xsountry Sir James Meston—an ex-Finanoe Member of India- 
divided the banking system into four departments There is first 
general banking, secondly land mortgage banks, tburdly the co-operative 
banks and fourthly the mdoslrial banks Specimens of the first, thud 
and fourth type exist in our counbry Bat the second, namely the 
land piortgage banks, have only very recently been started in Madras, 
Bengal and Bombay but they have not been popular institutions as 

'' ^ W B Soott Sftys then u au over e^ansion -of oradit- eaaseS by the exchangB of 

laTeetme^teecontiee for cbaqna aocoonts and that a forced liquidation of a»«o aacanbefl 
to meat the depositor's call would entail a great loss and enforced liqmdation may bring 
about a ensiB H M GoSger aiys *' that the ptacbce of oommexoial banking con 

cein to inveet their smos hae been one of the causes of the industrial f attutes in the B S A 
of Beveial enteipnaing men who have seen tbsir plans ahrivel and disappear an<*erthe 
BbenS'B hammer ti eatief; « note that bas been called C A Gonant in his Modem Ba^s 
of iBanopomtBont that the Bank of Italy, the Bank of Naples, the Bank of SKaly and too 
Ba nk looked up in inwatmente all their notes and failed in 1098 
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ltel«.g.b.Bk8a»imlBd.dnnd«theh«^rfInato^ 

.took b«ks«.a»me of then., like the All»hd»a Benk, 

the Loan Oompanies of Bengal, land on equitable mortgage but ther^- 
ie not much of specialisation of this busineBB done by them. ■ 

The chief reason why the mortgage banka should be stated is 
the feet that in the interior this business lies in the bands of the 
indigenous bankers and members of the wealthy class. Their terms 
are too high and exacting. The borrower is foolish and is exploited 
to the urgency of his needs and nowhere does he get . 
terms to which he is entitled by virtue of his security. Organised 
credit should be substituted in place of these acute and shrewd money- 
lenders. AaSirF. Nicholson said long ago, “the individual Bystem 
of providiug credit is too elementary and needs must make way to 
higher and more organised form of credit as general wealth, order, 
business confidence aud habits of association develop on the part of 
tilie people," These alone can eliminate the danger of usury. No 
amount of tinkering with laws can stop it.°* There is at present a 
move to give some protection to the borrower and ihe 1926 amend- 
ment have provided fecUitiea for redemption of the mortgages. Lx 
spite of this stringent measure against usury the present system of 
professional money-lending is productive of bankruptcy, extortion from 
the borrower's property and other injuries to the rural community.^® 
Other classes also generally lend money at high rates. Greater powers 
should be given to the Law Court to get behind any contract with a 
money-lender and after proper enquiry order a justifiable rate of' 
interest only in such cases where the loan is unsecured and granted 
on personal security alone. The present system of leading does not 
take into account the financial standing of the borrower and in most 
cases it is a harsh and unconscionable bargain. The professional 
money-lenders must get thamsalves registered and the charge of com- 
pound interest declared illegal. Any rate above 20 % is far excessive. 


«8 Bteent debt legiilation has been airaiag at the xatnupeotive appliesfion of the 
Semdupatrale. the viae dafinitio& of the ridSoalonalj low figona fixed aa maximota tateeof 
nfeieat and the vexationa powers of ioterrentiDn given to jadioial and executive anOiorities. 
General Bocial end economic refonn is seeded to improve the standard of wall-beinsof the 
iT^ta all over the coonti;. 

^ See the Bepori of the I^al Gommiaaion on Agrieidtnre, {ttraa. 430 and 440, 
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This rate must be sanotioned by the Begistrar. One great and 
incidental advantage of such procedure would be the opportunity to 
levy a six per cent.’ tax or income tax on the money-lender who now 
escapes taxation altogether. Another piece of legislation intended to 
check the land-grabbing tendencies of the non-agriculturist money-lender 
was to restrict the alienation of lend and to see that the mortgages 
of land are to be limited for a definite period and the land has to be 
surrendered by the money-lender free of all encumbrances at the end of 
this definite period.^ ^ The Boyal Commission on Agriculture has 
wisely insisted on the universal application of such a law in the matter 
of usufructuary mortgage of land and its being limited to a period of 
twenty years. 


Legislatiun is no cure of the situation. 

It does not mean that even legislation can cure all the evils of 
money-lending but well-considered efforts are needed to mitigate the 
existing evils. These measures would doubtless have popular approval 
and support. Like the American bankers who in order to evade 
Qsury Laws charge the maximum seven per cent, interest and add 
*' commission ” fees ** and bonus '* and the like to obtain a high 
return for their money,* ^ so also our bankers and the money-lenders 
can evade the usury laws in several ways. The old Agency Houses 
of this country similarly evaded the interest laws of this country and 
exacted roughly 20 to 24 % rate of interest from the indigo planters. 
As the bulk of the agricultural indebtedness is settled out of the Civil 
Court and the borrowers seldom take advantage of the law of limita- 
tion, much relief cannot be secured by legislative measures limiting 
the rate of interest. Hence it is not likely that the interest laws 
of the Government would be widely appreciated by the agriculturists. 
Finally, a vigorous carrying out of the usury laws would restrict 
some of the existing avenues to the agriculturists for obtaining the 
needed credit. 

11 Itisiadeed dififipnlt to BBcnte this and tbe dafeabof the Pnajab Mon^y-lendeta' 
Bill in the Lagislative Oonnoil was Solehr due to Qua diffionligr. 

li See p. 119, pan. 868. 

U See Ivan 'Wriglit, “ Bank Credit and Agrionltua," p. 388. 
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Money-lenders must become hanks. 

Oar efforts should therefore be concentrated in the following 
direction. Firstly, the cooperation of the rural money-lenders must 
' be They should be made to lend to the short-term co- 

operative societies, co-operative mortgage societies alone or act as 
guarantors to the land mortgage banks. The Government need not 
guarantee the payment of interest on their capital. On loans he 
malTAg he can secure seven to eight per cent, rate of interest. He 
would secure interest on deposits forthcoming which might be 
reckoned at three to four times his own capital and if the method of 
securing is made easier for him than at present he would 
willingly join the Co-operative Credit movement or become a pure 
banker devoid of the interest and necessity to exploit the borrower. 
These co-operative societies or land mortgage banks must also arrange 
to dispose of the produce created to consumer’s co-operative societies 
and secure the rural necessities through their co-operative porcbssing 
BgencieB.'^* Those village land mortgage banks might buy shares 
in the provincial mortgage banks. Begular banking must thus be 
provided in the moffusil areas under the aegis of the land mortgage 
banks and co-operative credit societies. These should collaborate with 
the other agricultural non-credit co-operative societies. 

Secondly, the state can do something in this direction. It can 
confer honorary recognition on the money-lending and the indigenous 
bankers who undertake to co-operate and work these land mortgage 
banks, stimulate the banking habit and spread genuine banking busi- 
ness among the urban and rural areas. The state generally confers a 
certificate of merit on the President of Village Unions for their good 
work in connection with the Union Board's work. As the sociologists 
remind us “ What is hocoured is cultivated.” The monetary motive 
alone does not explain the human urge. In China the native 
government has recently inaugurated the policy of granting medals to 
all those women who invest in industries or industrial banks and for- 
sake the habit of adorning themselves. Such ladies are to be decorated 


** See epeclal Beeolntion ll on Agrioolhiral Co-operaUon by fbe World 
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With phoenix medals (Wen Fang Chang) The first class medal w to 
be awarded for the investing of not less than $200,000 to 1,000,000 
the second class to those who invest smaller amounts themselves or 
raise 6,000,000 or more So medals are awarded to women forinvesting 
in indnstnes Some such methods have to be pursued by the Indian 
Government and it can be confidently stated that several of the indi 
geuouB bankers would undertake regular banking business Public 
approbation would act as a suflSciently strong incentive for greater 
activity in this helpful line It is high time that India should inangu 
rate a Board of National Investment and the Seva Samitis can under- 
take to work m co-operation with it The employers and the Banks 
can also undertake to encourage this movement It would have a 
powerful influence m securing the needed funds for our agricultural 
industry Glieap yet not facile credit would shape the lives of the 
rural as well as the urban masses in a healthy way 

Urban Mortgage Banks 

The object of these urban mortgage banks should be the redemp- 
tion of ancient and oppressive private mortgage by the granting of 
long-term loans at moderate rates of mterest When a number of 
such institutions transact business in the urban areas the rate of into: 
est will be reduced and it will break the monopoly of the usurers 
Their business is to grant mortgage credit without req[airmg any de- 
claration of the object or purpose of the loan These should lesemble the 
small joint stock banks of Switzerland A big mortgage bank situated 
m a populous city may And enough employment for its working capital 
and it may not condescend to transact business in rural and other 
urban centres Urgent help is needed in rural parts also and city 
capital should necessarily be shifted to these parts The union of city 
and urban economic forces with those of villagers is absolutely neces- 
saiy 

It IS sheer folly to consider mortgage business as the road leading 
to ruin This is not trlie in every case Sometimes it might so hap- 
pen that a man’s capital gets locked up in land, houses and stock If 
has to be temporarily mobilised for an occasion, raising credit by 
™°^Vaging the property should not be objected to nor should mort 
W a^^auohatime be considered a sign of weakness But if this 
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borrowing is not temporary mobilising of capital bat is chiefly dne to 
improvidence and recklessness it is to be condemned as necessarily 
leading to rnin. But so long as a feir and eqnitable proportion is main- 
tained between the liability and the assets and the rate of interest is 
not too high to be covered by the rate of return ont of the use of 
the borrowed money, mortgage builds a fortune for the borrower end 
there is no reason to repent for the transaction. In all advanced 
countries inclnding Denmark the land is mortgaged and credit is obtain- 
ed for productive purposes. There is no stigma attached to any of 
these borrowers in any of these countries for this kind of credit secured 
on the mortgage of their property. 

The mortgage banks should be welcomed for their competing 
capacity with the money-lenders. As Sir F. Nicholson emphasised 
long ago competition is the only way of bridling the money, 
lender.” He must be of no account in the general credit i^stem of 
the country. The competition of these banks would knock down 
the present high rates of interest. But it must be remembered that 
it is not the urban people who are the chief sufferers on account of 
the absence of these mortgage banks. They are no less essential 
for the agriculturists. 


Agricttlfuraf Credit. 

Economists have analysed credit into two factors namely confi- 
dence and time. Credit means the repayment of ready money to a 
solvent individual in the expectation that it would be returned in the 
future along with interest which is only a compensation to the owner 
for foregoing the use of capital. Credit thus benefits both the holder 
of capital and its borrower. Hence credit could easily become .the 
corner-stone of the industrial, commercial and speculative aspects of 


1, u. interest rates of 80 - 80 % due to the iadigeoous 

anl^ mast be barred." Ha fa eo emphatic in the oondemnation of the indigenons banker 
«>r,tfen n<aw,tha goose qmll dipped inmlkand 
banking sjetem 

fwwhfahthe Mahajan 18 responsible fade^d India will not live.’* Fide "Bonis of Good 
'jnalily and other papers.- 
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our business life. It has received rapid extension in all walks of life 
and it would be impossible to enumerate the different lines in which 
its services are requisitioned in civilised countries. One curious fact 
noticeable even in the advanced countries is the small use of credit 
in agriculture till a comparativelj' recent period. But it has already 
become as important a part of his business as his scythe, his cattle 
plough, etc. In the entire chain of events from sowing down to sell- 
ing the crop, the help of a sympathetic money-lending agency is 
necessary. 

Tlie fmction of credit in agriculture. 

Credit is needed for the agriculturists both for short-term, inter- 
mediate as well as long-term periods. So long as agricultural business 
is not understood as providing essentially for a market but is conducted 
purely for family needs of the agriculturists living in a self-sufficing 
economy stage much capital is not needed. Improved seeds, fertilisers. 
Improved cattle, and better ploughs are required if agricultural produc- 
tion is to expand. These require an outlay of money and there must 
be some credit organisation to satisfy the different credit needs of the 
agriculturists in a suitable manner at a low rate of interest conducive 
to the prosperity of the agriculturists and on the security that the 
agr ienltiirists possess. Better farming and better rural business con- 
ditions would be denied if it is difficult to obtain sufficient credit at 
a cheap rate. An elastic rural financial system is necessary for the 
economic welfare of our agriculturists. Without it no capital can be 
sunk for irrigation, for manure and for efficient tillage instruments. 
There would be no increase of harvest, no thorough scientific explora- 
tion of land, no reserve working capital and no lowering of -the costs 
of production. 

Analysis of credit needs. 

The funds required for agriculture are of two kinds. Fixed 
capital is essential to make permanent improvements in land, to wipe 
off the existing indebtedness secured by the mortgage of the land, to 
purchase cattle and to obtain a steady water supply by sinking wells. 
Circulating capital is necessary to keep the farmer in growing, harvest- 
ing, making current outgoings and marketing his crops. Fixed capital 
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can be secured by real estate mortgage which can be made repayable 
out of annual retnrns from the land Other means can safely be 
employed to provide the short teim credit needs Bat as India is 
unfo rtunately dependent on the monsoons there is very often a failure 
of the crops once m five years and during the lean years the provision 
of current outgoings is always difficult and the securing of capital 
to begin agricultural operations at the next season is rendered acute. 
Credit for such purposes must necessarily be of a longer penod than 
short term periods for growing, harvesting and marketing the crops 
The repayment of credit for the intermediate period need not be 
spread over a long period as m the case of fixed capital sunk in 
permanent improvements in land 

ExtsUng Credit facilities in this country 

It IS imperative to examine the means available for the agricul. 
turists to obtain credit for enabling them to continue seasonal opeia- 
tions in agriculture or to enable the agncultarists to effect some 
improvements on their land such as the adopting of machinery or 
improved appliances, modern scientific methods of farming, the build- 
ing of financial reserve against low market prices and the allowing of 
land to lie fallow, the raising of better breed of cattle and the expen- 
menting with other than the cheapest manures and the insurance 
cf cattle. 

The present system of financing the agricultural industry either 
for short-term or long term needs is partly good, partly indifferent and 
very inadequate The existing financial agencies are the village money- 
lenders, the co-operative credit banl», the Government directly granting 
loans and the zemindars owning the land 

Coming to the money-lender's methods it must be emphaQised 
that as an agricultural banker he is an absolute failure He is not 
interested in agnoulture and measures for agiicultnral progress do not 
appeal to him Of late the prosperous agriculturists themselves are 
turning to money-Iendmg and they are ousting the village sowcar to 
a great extent but they are very avaricious and exacting The Provin 
cial Bankmg Committee's Beports of Madras, the Punjab and the 
U P speak most disparagingly of them He does not insist on 


47 


** See M L Darling. " Busticous Loqnitor 
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prompt repayment m small sums He is generally unsympathetic 
towards the sad plight of the agricultunsts His rate of mterest 
IS usually high He keeps no carefully kept register which is 
subject to independent outside audit Some of the professional 
money lenders are unscrupulous and attempt to foreclose mortgages 
so as to obtain the farm at below its market value The crop mortgage 
which IS one form of security accepted is a vicious system subject 
to grave abuse The agriculturist loses bis independence and pays 
an enormous amount of interest as a result of the way m which 
the crop is mampulated by the money-lender This system of 
continuous financial slavery can be evaded only when an unusually 
heavy price has been reahsed but it is very often the case that the 
agriculturist is seldom lifted out of debt This hue of credit is granted 
for current outgoings The village money-lender is also the supplier 
of necessities and the agnculturists pay heavily for them This un 
economic illegitimate and impoverishing kmd of credit has to be 
changed. It is unwise to condemn the misuse of mtelhgence and 
the legal opportunities on the part of the moneylender for the 
money is often lent out for unproductive purposes on secunhes 
of doubtful value A bankmg agency ^ould however displace this 
unsympathetic credit providing agency 

A more sympathetic lender of credit than the village money-lender 
IS the Government of India In addition to the indirect method of 
finannin g agriculture by famlitatmg the co operative movement the 
Gicvemment of India has tried to finance agriculture by direct 
methods By the Land Improvement Loans Act of 1883 loans can be 
made to the agriculturists for makmg improvements m land by sinking 


17 Aasaml2to75%, BombayiatoSS^ TiBing to50% in Sind, Bengal 10 to 87Ho 
and fioni47J to 800%, Bihar and Onsea 18jto87i% for cash loans 86 to 60% for 
grain loans, Bnnna 18 to 34% or 87 1/2 for cash loans 48 to 60% for grain loans The 0 P 
13 to 34% or 87} for cash loans 43 to 69% gram loans. Central Areas secured 6 to 1«%. 
Aimere-Merwaroiinseniredl3tol8%,De1hi seenred 12 to 24%, N W Erontier Pmraice 
aecnied 6-to 18%. other cases 13 to 86}%, Madras 13 to 24% nsmg to 86 to 48% , 6 to 12% 
for secured loans, the Punjab unsecnied rates not mentioned but rise to any 3gnro The 
United Provinoea 7} to 12 1} for oommoroial and Mortage banks 18 to 87} vUlage Bovear, 
36 to 60% gram loans 
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weUs, cutting channels and purchasing agricnltural necesBitieB as seed, 
cattle and implements. The Agriculturists Loan Act of 1884 enables 
the Government to lend for general purposes and on such conditions 
which are usually followed by the co-operative credit banks. 

Certain improvements are being introduced and the co-operative 
banks are being utilised as the channel for repayment of the loans. 
The attempt to make the co-operative soraeties or banks manage the 
loans which can be made by the Government under the Act of 1884 
would introduce a desirable innovation for it leads to the freeing of the 
Government of certain responsibilities and would at the same time 
confer prestige on the local co-operative societies. 

These Acts have failed in their duty for vary few individuals alone 
can be benefited.*^ To secure these loans the borrowers have to fawn 
upon the officers whose rapacity forces them to deduct substantial sums 
from the original loans made by the Government. The process of 
obtaining loans through this machinery requires much time. As 
prompt repayment is insisted upon by the Government the loans prove 
to be unattractive to the agriculturists who have to subject themselves 
to several inconveniences. As the Moral and Material Progress Beport 
of 1911 observes ** these loans though large in the aggregate have not 
had any great influence on the agricultural credit of the country.” 
Although the Boyal Commission on Agriculture attempts to justity the 
rules with reference to interest rates charged on the Government 
*' loans on the ground that they are based on rates * offered for public 
loans ” still it must be tacitly recognised that the relief the Govern- 
ment can afford will not only be limited in amount but the Govern- 
ment cannot hope to act as a suitable financial agency jto the 
agriculturist. 

The management of the co-operative credit societies has produced 
very good results. It is an undisputed fact that they form a sub- 
stantial contribution to the solution of short-term credit requirements 
of the agriculturists. The recent World Economic Conference organised 
under the auspices of the League of Nations admits that “the best 
form of institution appears to be the co-operative credit society 


the Beport at the BigrBl Commissioa on Agricnltim, para. 862. 
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operating by means of resources which the very fact of association 
enable it to procure and to increase with or without the assistance of 
the public authorities.” The fascinating growth and real progress of 
the co-operative credit movement cannot be doubted by the most 
sceptical of its critics. But as the ideal temperament and requisite 
character required for its success are not to be found in all men some 
mistakes have been found to have crept in unconsciously. It is not 
only essential that these should be checked as early as possible but it 
should be realised that the present form of activity is suitable for the 
short-term credit needs of agriculturists and it has to be supplemented 
by other co-operative organisations which provide the long term credit 
resources needed by the agriculturists. Government aid and mutual 
help are needed in the matter of developing a suitable agricultural 
credit organisation. Oo-operative finance alone possesses all the 
desirable characteristics of agricultural finance as outlined by Sir F. 
Nicholson. 

A commercial bank is generally intended to facilitate the exchange 
of things of definitely ascertained value already in existence. The 
shortest period needed for agriculture is too long for commercial banks. 
Agricultural pests, diseases of crops, storms and price fluctuations may 
reduce the value of their non-Iiguid security. Thirdly, the Indian 
agriculturists are bad bank customers. The small size of their farms, 
the non-transferable occupancy of the bolding, their unbusinesslike 
habits and lack of -education, arc serious handicaps. Lastly, the Indian 
Commercial banks find ample scope and outlet for their funds without 
catering to the agricultural interests. It is impossible to finance 
landowners by the deposits of commercial banks. This would force 
them to call in the loans at any inconvenient time for the agriculturists. 
Still loans by the joint-stock banks are often made to larger land- 
owners and the planting community on the security of agricultural 
land and to others who possess tangible, marketable security. The 
Central Committee Eeport as well as the foreign banking experts echo 
selfsame causes and plead for a sympathetic financing agency for 
these agriculturists. 

Barring the Dawson’s Bank operating in the Irrawady Delta of 
Burma there are no agricultural banks in the country. But the 

M See his Beport on Land and Agrionltnral Banks, Vol. I, p. 8- 
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successof tbisbank®® isdnetoits first mortgage security, secured 
and steadily marketable barvests, valuable land, proper supervision of 
borrowers’ application of loans for productive purpose, prompt collection 
of interest and loans on system of instalment and the absence of 
competition. Without such an ideal environment the agricultural 
hanks are bound to fail. 

Lastly, the enlightened zemindar is another source to whom the 
agriculturist can appeal. But moat of these are heavily indebted and 
much cannot be expected from the absentee landlords. The system of 
co-shares in landed property itself acta as a deterrent in the matter of 
investing on land and even the more educated landlords seldom do 
anything in this direction on lines followed by the English landlords. 


• Facilities in other countries. 

All progressive countries have made distinct and elaborate 
provision for financing the different credit needs of the agricnlturii-ts. 
Germany was one of the first countries to develop elaborate and 
well-planned credit machinery for financing the credit needs of the 
agriculturists. The old and the new Lanchschaften of Germany 
have been used as the model for the latter-day credit developments of 
other countries. The Landschaften and the Credit Foncier of France 
have been the models on which other countries have based their 
mortgage credit bank for agriculture. 

The Landschaften of Germany are long-term credit banks which 
were first organised about the end of the 18 th century. They were 
co-operative banks formed by the landlords of a province with the main 
object of obtaining credit for making permanent improvements on 
land. The collective mortgage of land furnished the needed security 
and the unlimited liability attached to the members enhanced the 
value of the security and the bonds sold to the public. The executive 
committee managed the business and those who had the requisite legal 
knowledge got payment for their business services while others have 


* See the Report the Royal Commiesion on Agrioultnre, pare. 422. 

“ See H.T. Herrick, ” Rural Credits." pp. 1 to 210. See also the miecellaneons 
orticles on German Banking published by the American National Monetary Commission. . 
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only travelling charges alone for oondncting the business ol the 
banks. The Government inspected the banks. The new Land- 
schaften are ordinary mortgage banks but they possess no share-capital 
earning dividends. * They are merely syndicates of land-owning 
borrowers acting as intermediaries in providing capital on the basis of 
the guarantee which however is granted after proper testing of the 
credit of the borrower and the value of the security. These charge 
only li% commission for this service. They are confined to definite 
localities and the officials know the men and the land values 
throughout the district. The loan is granted usually to a limited 
estent of the value of the land. These banks are the agencies through 
which the bonds based on the land are sold. As these debentures 
are based not only on the specific piece of land but by the mass of 
mortgages floated by the society they are secure. If interest is 
not paid the debenture-holder can request the Court to set aside 
specific mortgages to pay the due interest. There is no right to 
demand payment on the part of the debenture-holder but the banks 
can withdraw them and make provision for repayment. The i% 
debentures are sold above par and as cheapness is the object the old 
debentures are recalled and fresh ones issued at a low rate. Loans are 
repayable by annual payments usually in or about 53 years. A slight 
contribution towards reserve, guarantee fund and expenses has general- 
ly to be made along with the amortisation payment and the amount 
of interest. The working fond is formed *by contributions made from 
the expenses of management and any special resources. These banks 
have the right to take possession of the property and force a sale 
without resort to regular judicial proceedings. They are manned by 
semi-official officers who are endowed with judicial and executive 
powers on all matters concerning the banks and the member borrowers. 
Heavy penalty can be imposed for any infringement of the rules. The 
Central Landsehaften was created in 1893 which buys the debentures of 
provincial Associations taking an assignment of the underlying mort- 
gages and issues its own debentures which find a ready sale in the 
money-market. The chief system of credit has made it possible for 
Germany to create landowning farmers. In other countries like 
England, Japan and Prance where no such elaborate credit system 
exists the landowning farmers are only the exception. “Bvot 
E rance, the classic land of the peasant proprietor has only o2'8% 
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of its land cultivated by the landowning cultivators,” remarks 
Morman. 

Tn Modem Germany agricultural mortgage credit has been rehabi- 
litated to a great extent by placing suitable public money for long-term 
investment in their line. The postal service and some of the social 
funds have utilised their resources in this direction. The Gold 
Uisconto Bank has taken up mortgage bonds worth 100 million marks 
from the Bentenbank Credit institution. The individual private and 
public mortgage banks undertake to distribute this credit through their 
agency and the farmers pay 7^%. The Official Pensions Pund of the 
p/^fniia haTilf was invosted to the extent of 80 million marks in agri- 
cultural mortgage. Mortgages are admitted as collateral for loans and 
percentage of collateral for loans was raised from 50 to 75%. In May 
1926 the Beichsbank declared its willingness to back up riiort advances 
made by the Oentral Organisation of Prussian Co-operative Banks 
on stored grain. These measures enable the agriculturists to with- 
hold from selling the harvest at disadvantageouriy low rates. 

In addition to the landschaften or the co-operative land credit 
associations groups of mortgage companies are organised by states, 
provinces and municipalities which grant real estate loans. The 
Stadtschaften are urban co-operative associations dealing with urban 
real estate credit. Again co-operative organisations specially designed 
for supplying credit to small and medium-razed business have been 
created since 1924. 

Though German Bonds are issued abroad they are for compara- 
tively small amounts and the home investors are taking increased 
interest in mortgage bonds and their popularity would have indeed 
been increasing if they had had the necessary capital to direct into this 
channel. 


The Example of France. 

The Credit Poncier of France was started in 1852 and remodelled 
in 1854. It acts as an apex bank for the mortgage banks in exactly the 
same manner as the Oentral Bank of France does for the com- 
mercial banks of the country. It enjoys special legal privileges granted 

** ' Sea 3>t. H. Sehsal; The Stabilisation of .the Mark," sp. 208 to iOO. 
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to it by the State during 1853 and 1856. Berides it is being closely 
supervised by the Government. The Government appoints the 
Governor and Deputy Governor of the Bank. Govornment Treasuries 
are to be used for receipt of its dues, deposits and surplus funds. It 
has to pay reduced stamp duty on deeds of registration, transfer of 
debentures, etc. Even trust funds can be invested in these debentures 
which can be floated up to 50 times the nominal capital. No registra- 
tion of its debentures at the end of every ten years is needed. The 
bank by its q^stem of "Purge ** can bring to light any hidden niniwe 
on land and free the title of the real estate from all possible claims of 
third parties. Its debentures are repayable to bearer with no fixed 
time of maturity and repayable with bonuses and prizes. It need have 
no recourse to ordinary legal procedure for recovering its loans. Its 
loans are the first lien on land and the maximum rate of interest it can 
charge is five pec cent. Mortgage loans for long as well as short 
periods ranging over ten years can be granted by it. It is privileged 
to make any system of loaning for agricultural improvement after 
securing the required sanction of the Govemment.^’^ 

It founded the Credit Agricole in 1860 which however was ab- 
sorbed in 1872 by the Credit Fonder itself. In 1882 it bought up the 
Banque Hypothecaire and at present the provision of long-term credit is 
made through the regional banks which guarantee the loan and on the 
mortgage of land the loan is made repayable within the course of 25 
years. From 1910 even private individuals are allowed to secure loans 
to improve their rural properties through these regional banks. Loans 
up to 800 francs can be made and are repayable within 16 years. In 
1920 this system was extended and the maximum loan was fixed at 
40,000 francs repayable at the end of 25 years and the maximum 
interest for the loan is 2%. The regional banks are to observe a 
proper distribution of their resources between short-term credit (25%), 
intermediate credit (10%) and long-term credit to individual small 
holders (32i%) and the remainder in long-term credit to societies. 
The regional banks can lend their capital and reserve for short-term 


■ B It is now tbe National Imperial Mortgage Bank of Praoce operating in Ptanm, 
Algeria, Tonis and Morocco, the Prench protectorates and tlie Mandated Territories. The or- 
uation of a similar DuperierMottgage Bank for the British Empire was miggested,- 
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credit purposes. There is additional legislation improving the National 
Office for Agricultural Credit to set aside 600 million francs for 
encouraging and distributing electrical power in rural districts. Agri- 
cultural Savings Banks are organised to encourage rural inhabitants to 
pay cn old age annuity and the local Agricultural Credit Fund under- 
takes all the legal operations in connection with these Savings Banks, 
transmits funds to the National Office Age and the L. I. Funds. ^?he 
Agricultural Credit System is thus made to act as a useful clearing 
house for a system of old age savings. Ex-service men are given- 
special facilities to settle on land and to invest their gratuity of 6,000 
to 10,000 franca in such a holding. Long-term loans are granted to 
them by the L. V. Fund.a* Long-term credit for agriculture through 
this system has proved.a complete success. If India can hope to en- 
courage its rural population eking its livelihood by means of small 
holdings it is essential to see them organised on a co operative basis for 
securing credit. India however has to avoid the chief defects of the 
French Mortgage system, viz., excessive centralisation in Paris, its 
susceptibility to political influences and lack of sufficient decentra- 
lisation. 

The Example of the JJ. S. A. 

The United States of America realised the importance of agricul- 
ture so long ago as 1800. The Federal Government made provision 
for the capital required to enable a farmer to purchase land and 
carry on his operations.*® For about 20 years it dispensed with public 
land on a credit system. But until 1863 no serious attempt was made 
to establish sound banks to finance agriculture. The so-called “wild 
cat” banks issued their notes during this period but the resulting chaos 
was so great that the N. Bank Act had to be passed. This Act did not 
confer any special privileges on the farmer but there was no discrimi- 
nation against him. But as the initial capital required for starting a 
National Bank was fixed at $ 50,000 the farming districts could rarely 
afford to gather so large a sum. The law relating to the loaning busi- 

1925. 

^owBookottheDepwtaentofAgncultare, 1926 (Wa8hiagton). • 
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ness also condemned the maJdng of loans on real nstate. The State 
Banks which were hitherto supplying rural credit were impeded by the 
levying of a ten per cent, tax on their note-issue. Since 1900 the bank- 
ing law was amended to favour the farmer. The minimum capital 
required for starting a National Bank was reduced to $25,000 for towns 
with inhabitants below 3,000. (6) In 3912 the National Banks were 

empowered to lend on real estate to the extent of the capital plus the 
reserve or 30% of their time deposits, (c) The Federal Eeserve Act 
authorised the F. B Banks to rediscount nine-months agricultarsl 
paper. In 1916 the Federal Farm Loan Act was passed. It institu- 
ted 1 2 Federal Land Banks in selected districts. Each was to start 
with a capital of 250,000 partly financed by the Government. The P. 
Farm Loan Board appoints four directors (the Secretary of the Trea- 
sury being an ex-officio director) to control the system. 4,500 National 
Associations were started and each association consisted of about 10 or 
more land-own ing borrowers who subscribed 5 per cent, of their loan in 
stock which carried double liability with it. These Associations com- 
bined to start the Loan Bank and guaranteed the mortgage and each 
Federal Land Bank has to guarantee the bonds and coupons of others. 
The bonds fl^oated by the F. L. banks are tax-exempt and are eagerly 
subscribed for by the public, as the Federal Government closely super- 
vises the issue of the bonds and sees that no F. L. Bank floats b^ond 
20 times its capital and reserve fund put together. The bonds are in 
denominations of $ 50,100,500 and 1,000 and in larger denominations 
payable any time after the end of 10 years if the F. L. Bank elects to 
do so. Loans are granted on first mortgage up to fifty per cent, of the 
valne of the land and 20 % of the value of permanent insured improve- 
ments on land. The loan period ranges from 5 to 40 years and the 
loan is repayable on the amortisation principle.®® 

So far as short time and intermediate credit are concerned the P.R. 
Banks can rediscount agricultural paper repayable within nine months 
or less. An indefinite number of joint-stock land banks have also 
been organised. In the north and north-western parts of the 13. S. A. 
the local and state banks furnish credit to farmers on personal 
notes, chattel mortgages or other acceptable security. Farmers own 


« Sde the J, B. Mormon, * Itowl Credit in the U. S. A and Oa lade 
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these lands and operate them mainly with the idea of seonring credit 

for genuine rural improvement purposes. The rating of the agricul- 
turists’ credit is being discussed and when this is accomplished the 
banks can safely lend on agricultural paper. Trust and Insurance 
companies also conduct long-term loaning on farm mortgage business. 
In 1921 the War Finance Corporation was empowered to finance the 
export of agricultural produce and to meet the long-term needs of the 
agriculturists for a further period than 6 months and up to three years. 
A permanent live-stock loan system is being organised to fill in the gap 
that would be created by the dissolution of the W. F. Corporation In 
1923 twelve Federal Intermediate Land Credit Banks were started to 
finuTinfl the agricultural needs which would be of short duration and do 
not warrant the long-term credit of the F. L. banks. Thus within a 
period of fifteen years an elastic rural system of credit was created as a 
check against hard days and unreasonably low or declining prices of 
agricultural produce. These loans can be repaid as times get better. 
In addition to this Federal Ghovernment's solicitude the rates also 
make provision for granting long-term loans on mortgages to the agri- 
culturists. The money for this is being secured by the sale of public 
lands. State Land Banks have been started in New York, ildfissouri, 
Colorado and Indiana, South Dakota and Montana are attempting to 
build a rural ere lit system in which funds have to be loaned on farm 
mortgage to be secured through the sale of state bonds. 

During the years 1933 and 1934 Agricultural recovery is being 
facilitated by batter financing of farm mortgages through reorganised 
farm bank agencies, extension and development of the farm co-opera- 
tive mjvement, effective control of crop surpluses, the treatment of 
every constitutional msasure which will tend to increase the sale prices 
of agricultural goods far above their real cost of production and the 
protecting of the farmers by tariff duties against destructive foreign 
competition. The special mortgage bond exchange which has been 
created is improving the marketability of the farm bonds. 

Specialised building mortgage bonds and city real estates credit 
have also arisen but they are not subject to adequate government regu- 
lation. The recently passed Farm Credit Act of the U.S.A. aims at 
"eliminating mortgage lending by private interests and make such 
lending a government monopoly.*' 
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The Example of other oountries. 

It is not these old established countries alone that make proper 
provision for agricultural credit. Every newly settled state of Central 
Europe has made elaborate provision for agricultural credit both for 
long as well as short-term periods. In Czechoslovakia the Act No. 166 
of March, 1920, systematises this state help. Loans up to nine-tenths 
of the purchase price of land and one half of the value of acquired 
buildings can be borrowed. A specified bank for making these loans 
was created in 1923. Short-term loans are made direct to the co-opera- 
tive societies by the land officers or to individuals through a Co-operative 
Bank on the surety of the Land Office. About 81,000,000 crowns were 
lent by the state while the private banks could lend only 50,000,000 
crowns. In J* ngoslavia an Agricultural State Bank has been formed 
for financing the short-term and long-term credit needs of the agricul- 
turists. In Palestine the British Government has been organising a 
plan for starting a long-term credit bank. 

The Dominion of Canada perfected its arrangements for agricul- 
tural credit in 1917. The Farm Loan Act organised a fond of $1,000,000 
of which the crown is empowered to subscribe one half and advaocs 
the other half till the borrowing farmers who alone can be share- 
holders, come in gradually. A Committee of five manages the loaning 
business. Fifty per cent, of the value of land can be lent as a loan 
which can be repaid within thirty years. The interest on the loan is 
six per cent. The loan is repayable on the amortisation payment. 
The Committee is its own conveyancer in granting, hypothecating 
and cancelling mortgages. Loans are to be made for improvements on 
land. Cash can be raised by attracting deposits carrying 4% interest 
and issued to the public in various denominations ranging from 25 to 
1,000 withdrawable at any time. Bonds for larger sums are issued 
carrying interest of 6% and these are secured by mortgage granted up 
to 90 % of the land value. The bonds are repay,able by the end of 
the first year from the date of purchase. Both deposits and bonds are 
tax-free and are issued under the liability of the province. The Bural 
Credit Act supplements this Act and makes possible loans on personal 
security. Both these services are likewise considered to have proved* 
successful. - la Australia the ..Commonwealth Bank has a sepa- 
rate rural credit department for granting- loans for. short periods. qp 



381 


MORTGAGE BANKS AND AGRICULTaRAX, ORBPIT 
gtimty prodQce” to corpotatioufi or associations engaged in agticnV 

*"%o far as the Union of South A^fricaia concerned the Land and 

A-nricaltaral Bank ms started in 1912 to extend help to agricnltore. 
Act dO of 1926 extended the power of this bank to raise and use thew 
fands for financing Agricnltotal iKian Compinies and EoraJ Credit 
Societies.*® The Central Board of the Land Bank can render other 
•services to these rural credit societies in the direction of starUng agri- 
cnltaral prodnce on which loans have been granted by the rural credit 
societies and in lending banking officeta to organise the work of rural 
credit societies- 

Switzerland, Sweden,* Russia and Denmark also possess Land 
banks speoiaUsing in the granting of long-term loans. In Bulgkria 
the Central Co-operative Bank has two departments : one for insurance 
and one for credit. The funds for the credit department are supplied 
by the National Bank of Bulgaria, the State Credit Institute and the 
Agricultural Bank of Bulgaria. In Argentina there is a highly 
developed system of land mortgage banks. In Hungary and Denmark 
the had mortgage banks are flourisking institutions. 

In J^apan (here is an eflSicient system of land credit. Long-term ■ 
agrieultutal financing is eutrusts'l to a special bank known as the 
Hypothec Bank of Japan (Nippon Kevango Ginko) which was 
■founded in 1895 with an authorised capital of yen 94,000,000 and it 
has a paid-up capital of yen 69,876,000. It was modelled on the 
Credit ]?oncier of France and its sole bnsiness is to make long-term 
loans redeemable daring fifty years on security of immovable property. 
Wiithout security it can lend to the co-operative societies and public 
authorities. It can raise additional capital by floating debentures. 


” Sea the ConuDOBTreeltli UodI: HumI CreJit Act of 1926. 

« Pee Section 18 the Act ot 14 of (926 the Sooth African Union Parl»a>eD». 

» A good account of the Nobta’a GoTemment Lund Bank i» Buaeia can be obtained 
byaananftiog V» mnotWy Bnlletin of Economic end Boiual T«Miip.n«. foe Seutamhoi- 
1014, p. 77. 

At prmnt the Central Agricultwal Bank andertakaa tha duty of helping the fanoBra 
' ““ iopromient of food. It raceiTea belpfonm 

ft wifeacnhwinasatbrcngb tha agricnUoral credit eocietiea. See 8. S. EeteeoHen- 
bamn- Bnesian Cairency and Banking,” pp. 186-188. 
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Both the President and the Vice-President are appointed by the 
Minister of the Government from among the directors and the Mmister 
of Finance has a general control over the affairs of the bank. He has 
the power to fis the maxiranm rate of interest. Agrionltnral and 
industrial banks were established in each prefecture between the 
years 1897 to 1900. Part of the capital was subscribed by the 
shareholders and the remainder was paid by the prefectural authorities. 
They were solely meant to act as the local advisers of the Hypothec 
Bank. Like it they float debentures but they are essentially miniature 
banks drawing funds from the Hypothec Bank. In 1921 several of 
these were amalgamated and were treated as mere branches of the 
Hypothec Bank. 

Even in disorganised China as it appears to be there is an 
organisation of labourers and farmers’ bank in every district of the 
Shantung Province which was started in 1920 by the Provincial 
Assembly. The capital of the bank is graded according to the 
population living in the district. Two-thirds of the capital is to be 
made up out of subscriptions. The remainder is to be paid out of 
the Treasury. Loans are to be made to farmers and labourers. The 
bank is also permitted to receive fixed deposits, to accept instraments 
fnr safe keeping and act as fiscal agents for local ofScials. A loan is 
limited to $500 per individual or 1,000 per a corporation. The interest 
rate is fixed at 1% per month. Bonds can be issued to two times the 
amount of capital with the permission of the Ministry of Finance. 
There are a number of such banks in Taikn, Eishein, Wen^ai, 
Fengang and Yungning.®® 

Quite recently the Parker Willis Commission of the Iiidi Free 
State has recommended the establishment of a big agncoltnral Credit 
Corporation with a capital of ^8500,000 the subscribed portion of which 
is to be allotted to the State and the Commercial banks. Bonds and 
debentures issued by it are to be guaranteed both for principal and 
interest amounting to £1,000,000 in any year. Beades it has to act 
as a Clearing House for local co-operative credit societies, co-operative 
creameries and other co-operative marketing organisations and co- 
operate with the T.A.O. Society. Loaning to individuals or groups of 
farmers can be done only for securing improvements in land. It can 


so See Qie UjEue Eoosoiiuc JoniOB], 19S6,p.l27. 
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"*™Bwd to Boglond the Committee eppototed by the Mtoi^ of 
Agrieeltme end Fieheriee which hes tomed ite report to Apnl, im. 

poTieion for long-term credit. A Central Land Bank abonid be 
created for making long-term mortgage loans through the jornt-stock 
banks and their branches. It can raise money for this purpose by the 
issue of debentures to the public. The bank is to be empowered to lend 
money up to a pfescribed period upon the first mortgage upon 
agricultural land and buildings. A chattel mortgage on farm crops 
and livestock should also be created. 

The survey of foreign banking systems shows that specialised 
institutions for agricultural mortgage credit fall into three classes, the 
co-operative, the governmental and the private joint-stock company. 
The State has to help every type of agricultural mortgage credit bank 
either by Government guarantee of interest on capital or by grant of 
special legal powers and privileges. As a State mortgage bank is not 
likely to be approved, the efforts in our country ought to be exerted in 
the direction of perfecting the existing co-operative land mortgage 
banks and erecting the joint-stock form of L. mortgage bank of the 
type which exists in Belgium, Holland, Switzerland, Germany and 
Spain, the U.S.A., Japan and England. If State assistance which 


is lent to co-operative L. M. Banks cannot be lent freely to the private 
Jt. St. land mortgage banks there is no use of frittering away our 
energy in starting private Jt. St. banks. A competent board of 
management ought to be available for managing Jt. St. banks. 

The few co-operative L. M. banks which exist are still infant 
bodies. They ought to be strengthened and made to work as useful 
adjuncts to the co-operative short-term credit societies. The raising of 
debenture capital is being centralised in the hands of (he P. apex 
L. M. bank. Closer contact between the P. L. M. Bank and the 
co-operative L. M. bank has to be secured. A suitable number of 
M opwative mortgage banks will have to be started in all provinces 
The Provincial Board of agriculture should be'empowered to make the 
necesaary alterations and needed improvements in the outline of the 
li. M. banking poUcy of the province for example in fixing the 
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Government control and help over the L. M. banks, the borrowing 
limit of members, the requiring of sureties, maximum amount of loan 
or the time length of the loan period, the checking of overdue loans 
from tbeL. M. Bank and these undoubtedly depend on the land 
bolding and tenure system. The co-ordination of mortgage credit and 
insurance has not been attempted as yet. Side by side with ordinary 
amortisation a special form of extinction of mortgage debt by taking 
out_au insurance policy from co-operative insurance societies has to be 
devised. 

It should be empowered to issue debentures to the public based 
upon these mortgages up to a fixed proportion of its capital and surplus 
funds thus creating a recognised means through which capital might be 
invested in agriculture. Loans would be made through the-joint-stook 
banks and their branches which would act as the agents for the 
Central Land Bank. Similarly provision for short-term credit 
has also been perfected. 


Recommendations. 

It will be convenient to summarise what has in a somewhat 
platitudinous manner been dealt with in the above paragraphs. The 
main issues to which attention must be directed are : — 

(a) The introduction of special agencies for the provision of 
long-term finaocing of the agriculturists. 

tb) The Government of India should do something to improve the 
credit situation of the agriculturists. It is indeed true that it is not 
the duty of the State to provide money to assist private enterprise.®'* 
Sir James Mestnn, an ex-Finance member of the Government of 
India remarked that the *' land mortgage banks would be of much 


» Since these lines wcitten the AgrionltorsI Mortsrage Corporatioa. Inmitea, ws* 
gterted in 1928* The Bank o£ England and other joint-stock banks have subscribed a psrt 
of the capital. The state has guaranteed a & 750,000 capital, agreed to-nndenvrite £5 mUltons 
of debentures and to invest £li millions in the debentures to bo issued and to make a contw 
butiontotho costs of administering the scheme. The debenture stock of the Jj M 

bank is made troeteo seouiity. 

8i« TheBhsivanegar model ought to be copied by the British flovermnent. ®6 

State must discharge the creditors' claims. • 
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its hanfllwg of advances to landlords and estate-holders. It is 
a type of bank which I do hope to see established in this country 
but 1 hope to see it done in every province started very largely by 
local enterprise and maintained under local supervision and control. 
It is the local knowledge and neighbouring control by groups of intelli- 
gent landlords that are going to make the land mortgage business in 
this country a success and I do not think that it is of any use for this 
Government to undertake work of this sort on a large scale." 

But certain special features of the Indian agriculturists should be 
considered. Those who have sufficient landed property and security 
to be included in a system of mortgage banking are often sleeping 
partners having no inclination to borrow while those who do want to 
borrow are without any security against which debenture loans can be 
floated. The deep importance of flourisbing agriculture to the state 
needs no emphasis and the prosperity of the agriculturist cannot be 
secured without any efficient and economic organisation of the industry 
which includes properly organised financial assistance as an integrhl 
part of it. Taking some of the above examples of other countries 
into consideration we find that the state had to do the needful in 


providing special and permanent machinery to facilitate the provision 
of long-term credit for the agricnlturists. Our agriculturists ate so 
sunk in ignorance and their methods of life are so diJTerent tbdt they 
often fail to make out a case for themselves. It is erroneous to expect 
that the debt-ridden landlords would do everything in this direction. 
Several of the provinces have done the needful in this direction, by 
helpful aid in starting land mortgage banks. They have been giving 
the needed impetus for the formation of private institutions of land- 
owning agricultnrists for the purpose of obtaining loans at cheap rates 
for the members on the common secnrity of all. But there is no 
systematio organisation and they have not obtained any proper place 
m the Indian Banking system as a whole. A close-knit organisation 
specialiring in the domain of long-term agricultural financing and 
co-operating with the existing co-operative credit socieMes vtbich have 
to confine theif activities solely to short-term and intermediate credit 
49 
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of the agriculturists must be created in place of the present drift 
towards long-term financing of agriculture in this country.®* 

For the present the movement is confined towards the floating of 
land mortgage banks for securing long-term credit for the land-owning 
agriculturists only. But it is the duty of the state to float mortgage 
banks to help the agriculturists, «f«., tenants who have no right in 
land. The provinbial Co-operative Land Mortgage Bank can float 
bonds on its own general assets and as land cannot be utilised as the 
specific basis of these tenauts’ mortgage banks a change in the method 
of procedure is essential. Security other than land can be taken from 
the tenants who do not possess any statutory mortgageable, saleable 
and transfaable rights in land and this security can be supplemented 
if need be by that of guarantors . The Mabafan or money-lender 
can be made to undertake this duty of repaying the debt to the land 
mortgage bank. Lending his own money as fixed deposits to the land 
mortgage bank he can supervise the issuing of loans by the land mart- 
gaga banks. Besides safety of his capital he can secure a higher 
average return On the turnover of his capital. He has to compulsorily 
oo-operate with the land mortgage bank and the agriculturistB, Other 
reserve ' funds that they (tenants) may hold may be used as security. 
The Government guarantee of interest would enable the Ptovincial 
Land Mortgage Bank to float debentures and the distribution of credit 
can be made by the Provincial L. M. banks to primary L. M. banks 
and the service of the existing co-operative credit societies can be 
enrolled in the direction of and supervision over the application of 
capital for productive purposes. A thorough and dean-cut division of 
the short-term and long-term loans is needed and the different kinds of 
the co-operative credit societies should be looking after this elaborate 
work and an efficient and sound division of labour would conduce 
towards the smooth functioning of these co-operative banks. As 


- U SeaihB 0. B. Enquiry CommUtee Beporfe, For the present-day defects of the 
Worldng ieohanism eeo the AdmiaistraUoa BeportB of Pt 07 ince 8 .-Chaptet on the co■•operaH^e 

Mann Snbedat apprcwee this suggestion end wants to bnild np ft rml credit 
system based on the indigenous bankers acting as guarantors of the land mortgage banks. 
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remarked already it is indeed difficult to float land mortgage banka m 
the case o! tenants xvhoBoposBeeaion ia simply a part ownership m 

land. The cost o! enqnmes concerning title and enqnines concerning 
encumbrances and the risk of bad business wonld be heavier in this 
case. But these should not deter the organisersin any way. Thra 
need for reKef is no less argent and as the work of the short-terni 
co-operative credit societies should not be nullified by the crushing 
existing weight of indebtedness it is essential to formulate a scheme 
to free the tenants from the existing loads and give them a fair chance 
to prosper. Mortgage banks are indispensable concomitants to the 
present-day agricultural conditions and would be valuable auxiliaries 
to the co-operative credit societies specialising in short-twm credit. 
If the rural tenants are to be converted into landowners, which is very 
essential to induce them to lock np capital from improving agricul- 
ture the laud mortgage banks are absolutely necessary. 

In Bengal 2 more L. M. banks, bringmg the total to 5 have been 
recently started says the Annual Beport of the Co-operative Societies 
for 1935. There has been alow progress dne to poor response on the 
part of the ryots. Only 1,559 applications for loans to the extent of 
399 lakhs have been made. Of these 962 had not been examined. 
42 % ol the remainder have been accepted and 65 applicants actually 
received B^. 23,435, more than 2/3 of which was for the redemption 
of prior debt. The slump in land values, the reduction of debtors* 
capacity to repay, the existence of co-sharers amongst the tenants and 
landlords and the provision of the tenancy laws make thj g business 
extremely difficult. Without the scaling down of flymting debts the 
granting of farther debt would be merely ineffective or useless. The 
loans made are financed by the Provincial Co-operative Bank and no 
debentures have been floated as yet. 

In Madras the L. M. Banks experience the parallel working of 
the Government officers under the A. Loans Act as a sort of hind- 
rance. Taking a Joan from L. M. bank means couqpalsorily subscribing 
to the capital of the. L. M. bank and the interest rate of 6 % is 
higher than in case of Government loans. Hence Joans ace now being 
taken from the Government to discharge loans secured from L. K. 
banks. The shift from one agency to another is bad and arises out 
of competitive working of both agencies in the same area.' A better 

ideal would be to eliminate this competition and spread the agencies 
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over as wide an area as possible. The period o£ loans sbould be the 
same in both cases 00 years) and the interest same in both cases 
which can only arise when the cost of making enquiries is not to be 
paid by L. M. banks. The Government agency should confine itself 
to those districts where L. M. banks are not in existence. The 
Government funds available might be disbursed through L. M. banks. 
All other provinces and states should leam a lesson from this experi- 
ence and secure a co-ordinate working of both agencies. Borrowers 
.should have access to a single lending agency. Government ^ould 
help the L. M. banks by granting additional staff and purchase of 
debentures. 

(c) Becognising the cardinal fact that the land mortgage banks 
shonld be neither philanthropic institutions nor pure capitalistic 
mechanisms, it should be the endeavour of the people to create Pro- 
vincial Land Mortgage banks with a reasonable amount of share 
capital. They shonld act as the apex bank for the smaller regional 
land mortgage banks of five to ten villages so that competent manage- 
ment may not be sacrificed. These banks should consist of land- 
owning borrowers or tenants. The former have to furnish land as 
security of the loan while the latter have to furnish other property or 
reserve funds as the security. This security has to be properly valued 
by duly qualified appraisers and the loan is to run for a period of 15 
to 20 years and the borrower has to repay it by easy half-yearly pay- 
ments or clear off the debt all at once if he has the means to do so. 
The borrower has to pay a slightly higher rate than what the bank 
pays so as to provide for a small margin which can be spent for 
management expenses, reserve funds, valuation money and other 
necessary, fees. Loans are to be limited to half the market value of 
the land. The loan is to form the first lien on the land or the 
collateral security ranking first in priority to all other claims 
except the land revenue demand of the state in case of laud-owning 
borrowers. The duty of the borrower is not to allow the land to 
depreciate in value and deteriorate in capacity. He has to systemati- 
cally pay interest and the. amortisation payment regularly till the end 
of the period. 

(d) The Government supervision of the land mortgage banks 
started under the Co-operative Societies Act should bo vested in a 
separate department controlling the land mortgage banks which should 
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be granted (be following importont priTHege. The 
the lend mottgege bonks wonld oommond ready ealo m the nrarlrat 
only when the state gnamnteea the interest as was done m the po- 
tion of rmlways in this conntry. These can be indnded nnder tenslM 
seencitiasand the Obarter of the Central Bant of Isene oan mate 
provision for these bonds being considered fit for the Central Bank to 
make its own investment.^* Even the Insurance Companies on the 
Jook-out for the long-term investment can safely look up their funds 
in the purchase of these bonds. a?he state has to organise an effi- 
cient system of land transfer, and the registration of title should be 
established. Special privileges about execution and foreclosure, 
exemption from stamp duty, registration and court fees, income-tax 
and provision for transfer of funds should be granted. Such speraal 
privileges are enjoyed by the land mortgage banks of othm: countries. 
State guidance and superintendence are needed 3s in the initial 
days when, men of local experience, local knowledge and superior 
skill do not become members of the co-operative land mortgage bank." 


** SolamatlielfiTaBeserve Law of the Bwedieh Bikebank is coDcsEoed the Bonds 
ortho Bojal Mortffege Banks, the Swedish Gibes Mortgage Bank snd other domestic bonds 
quoted on foreign honsee canbs held as part o{ the non-metallio xeame againafe which 
notes con be iseoed. See Spalding, ” Dictionsiy of World’s Cntrenciaa," p. I8S. The 
anthof’a suggestion does not omount to this bnt as the inreetmsnta of tbe 0. Bank these 
should be considered fit. 

K The Goremment has to meintain a register of the properbee within its jorisdiotion 
together with the names of the owners and psrtionlars of the encnmbrances in each case. 
On tbe faith of this register the GoTemment can protect all porohasers or mortgagors a gniwcfc 
advereo daima. This is Begittration of title. IlhiB is fareupenor to private investigation 
of title or the insurance of title. Certificates hare to be isened to the land-owners and the 
vendors have to produce this to aatiafy the porchaaer or mortgagor and give him authority to 
inapertthezegiater. Anew land certificate will be iaaoedto the patchaeer or 
after the cosapleting of the sale or mortgage tronraction. In Australia it was introduced by Sir 
Bobert Torrens and the title ia known as "Tonvus Title." Begistration of title to land esiate 
in England, Germany and Auatria-Hungaiy. See Encyclopaedea Bxitanxdca, Aztide on 
Begistration. Vol. 16, p. 166 (Uth Edition}. 


* The Baroda Committee postulates the necessity of too much state aid. "Them dioold 
be govcmment porchaaB of Be. i lakhs worth of abores, government underwriting of 10 
lakha of rupees of worth of debentures, bonds, government guarantee of intereet and luliTalne 
of bonds, government assnmption of the expenditnne of management for the first five years 
exemption of bonds from income-tax and stamp doty and their legUtratiou as negotiable in- 
BtTumenxs. * Undoubtedly there is too much of state spoon-feeding under this arrangement and 
the independence of the L. M. banks would be very much 
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A Provincial Board of Agricultural Advisers should be created to out- 
Ime the general policy underlying these institutions. So long as the 
Board of Agricultural Advisers sees that the total amount of bonds 
floated by the General Land Mortgage bank is never greater than 20 
times the paid-up capital and its reserve the business would be on a 
stable basis. Tt should co-operate with the Board of National 
Investment which has to look after the marketing of these bonds and 
create the investment habit on the part of the people. Without ade- 
quate financial help, control, fiscal and judicial privileges, propaganda 
and professional help from the other technical departments of the 
Government the land mortgage banks cannot succeed. Such has been 
the experience of other countries and would undoubtedly be the same 
if the Provincial Governments and the Government of India do not 
recognise the urgency of their development. It has been stated else- 
where that a Bural Credit Department has to be organised in the 
case of the newly started Beserve Bank. This department can 
centralise the nature of the work which consists in raising deben- 
tures and allocating them to the different provinces. The possibility 
of floating debentures in foreign money centres can also be under- 
taken. 

It is unwise to leave the agriculturists to the tender mercies of 
the Eowcars so far as mortgage credit is concerned. It alone 
can eliminate the chances of conflict between the borrowers and the 
lenders. 

The object of land mortgage banks is not cheap credit but the 
ftiiTninn.t.inn of such hostility. Collective guarantee with excellent 
security is the basis of their operations. Vigilance and control are 
their only proper safeguards. Land mortgage banks started on a 
limited liability basis and working on the above lines are essential 
for our agricultural prosperity and a slight change of Section 4 of 
tte Co-operative Societies Act of 1912 is needed. 

Some people consider that co-operative land mortgage credit is a 
sordid and unpleasant task devoid of all moral and higher education and 
they deprecate all attempts towards the starting of such institutions. 
But sentiment should not be the guide in such a vital matter as this. 

87 yfde the Report of the Eoyol Oommission on Agriculture. 
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Oar agrioultare needs considerable development so as to be able to 
famish the needed food to our increasing population. Go*operative 
laud mortgage is one important method which leads to the perfection 
of agricultural long-term credit requirements. 

This machinery for long-term credit must be conducted on right 
lines. The necessity of borrowing for productive purposes instead of 
clearing off previous debts alone must be placed before the borrowers. 
Secondly, the price paid by the agriculturists for this kind of credit 
must be lower than the average return of investment he can secure 
from the agricultural enterprise. Thirdly, integrity, knowledge of 
land mortgage business, proper valuation of land by the appraisers 
and an efficieot Provinoial Board to issue bonds and a proper, thorough 
and adequate examination of the different land mortgage banks, 
by this Board and the undertaking of proper preventive measures to be 

enforced on the land mortgage banks, are essential for the success of 

^ ami^g a»,. of agrionltuMl 

preasran the value of land would depreciate. The value of 
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tbe debentures would' make them popular with the investorB. An 
excessive issue of debentures would tend to depreciate tbe value of 
the bonds and raise the interest rate at which new bonds or debentures 
ran be issued. A Sinking Fund arrangement would enable tbe real 
investors to sit tight over these debentures and undue fluctuations in 
the market value of tbe debentures would disappear. Above all the 
co-ordination of mortgage credit and insurance has to be attempted. 
It is not mere holding of land mortgage debenture bonds by the 
ordinary insurance companies alone that is needed. Side by side with 
ordinary amortisation a special form of extinction of mortgage debt 
by taking out an insurance policy from co-operative insurance societies 
has to be devised. Complete dismortgaging would automatically ensue 
out of this step in case the insured dies. Fven the Stock Exdiauges 
should flreely allow transactions in the mortgage debentures floated by 
the L.M. banks. 

Of what avail would be the inauguration of a new policy of 
agricultural development if there is no credit macdiinery to enable 
the agriculturist to make use of them. Scientific researches and 
practical demonstration of improved methods of farming are steps in 
the right direction. But they must also proride the needed credit for 
the agricultnrist who is now in the throes of poverty. If any full 
advantage of the Government Agrienltural Department can be taken 
the land mortgage banks would have to use their influence in improv- 
ing husbandry and devoting part of their reserve funds for experi- 
mental purposes. The greatest service the land mortgage banks can 
render to the agriculturists consists in the lowering of the rate of 
interest to a low level and make possible the undertaking of several 
improvements on land. The passing of Debt Conciliation Acts as in 
the Centaal Provinces, the amendments to the existing nsurious Loans 
Act and Money Lenders Act would merely delimit the ability of the 
creditor to squeeze the agricultural debtors. The credit facilities for 
agriculture can only be adequately raised by the formation of 
the long-term mortgage banks and the short-term co-operative credit 
banks. A clean slate in the matter of existing indebtedness has 
to be secured by debt-condUation and redemption schemes pushed 

through after an intensive debt enquiry. Debt-concilialion measures 

sr vae tie Report on Ihe Royal Commissioa on Agricnltare. 
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can ba imasrtaten flnongb Hm mot^e bunks A Braul 
Insolvency Act would also improve the position greatly. 

Working hand m hand like the Proverbial Siamese twins the 
cooperative land mortgage banks and the co-operative credit societies 
may be able to saccessEully tackle the problem of onr agricnltural 
indebtedness That incidental economies in the matter of 
superior staff and office rents can be secured if the Central Banks of 
the co-operative credit movement were to undertake land mortgage 
business has often been stated This is indeed a dieese-panng policy 
alone Easily obtamable credit is not the sole panacea for the 
numerous ills of our agncultniists Credit is an important factor and 
seasonal variations m prices can never be smothered out except by 
better credit and transport famhties Solutions should be sought in 
other directions to solve the oomphcaied problem of onr agncultural 
indebtedness but these he beyond the province of the banker 
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The Indian Post Offiob Savings Banes 

Thenseof theP 0 Savings BsnfcB-Their obiec^-Their limited pregreBs-Oleir bank 
ingptograHS-Snggflsbons for inonaeing their ntili^7-Compans(m with England-Appmat- 
ment of a committee to disonas the feaaibilily of a few anggestions— Btatisbeal tables 
showiiig the growth of theP 0 Savings Banka 


The Rise of the Post Office Savings Banks 


The flyia ting system was a gradual development out of the 
Government Savings Banks which were started m the Presidency 
Towns between 1833 35 ^ Their management was transferred to 
the Presidency Banks between 1863 and 1865 In 1870 their system 
was extended to certam selected districts where they were instituted 
in connection with the District Treasuries A uniform type of these 
savmgs banks was introduced in all other parts of the country in 
1863 These absorbed the buBiness of the District Savings Banks 
in 1886 and that of the Presidency Banks in 1896 ^ Prom that date 
forward the Savings Banks have been managed by the Postal Depart- 
ment All accounts are treated as at call as in ordinary banking 
No special reserve is maintamed against these deposits The deposit 
money constitutes what is known as “ unfunded debt ” ° and is a 
floatmg charge on the credit of the Government The deposit money 

1 While the oleesifioabon of the poblio debt loto unproductive end produettve debt m 
well nndentood hr the people the diSennce between the funded and nnfnnded debt u 
not thoronghly graeped Ponded debt nfecs to the obligation of the Government whidi can 
be T^ald after a certain nomber of yean, or those items whiidi do not cany the obligation 
to repay the pnncipal Unfunded debt means the obligations of the Government which 
are to be repaid within a year of the time th^ are inoorred It is also usually known as the 
floating debt The following table ehows the growth of unfunded debt under this heading 
alone •— 




In lakhs of Rupees 

192123 

1922 88 

192824 

1984 26 

Bs 

Bs. 

Bs 

Bs 

2,226 

8 820 

8498 

6,878 

48i 

812 

841 

1811 


P 0 Savmgs Bank Deposits 
P 0 Gash Certificates 

* ^ Ue Pifth Decennial Beporc or maral and Material Progress in India, p 
See the Author a Booh, • Organised Bankmg in the Days of John Company 
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is utilised for capital expenditure. The savings of the poor ace used 
for purposes remote from the beneht of the depositors. It also leads 
to the placing of ** all eggs in the same basket." Although there 
might be a sudden run on these P. 0. Savings Banks the Government 
can meet it without anj great difficulty. The adoption of the remedy 
which the French P. 0. Savings Banks adopt daring such period 
which consists in the insisting of 15 days* notice for all deposits above 
50 francs would be of signal use and would tend to check any depre- 
ciation of Government credit at such times. 


Object. 

The chief object with which they were started was to inculcate 
the habit of thrift among the working people and the middle and 
lower sections of the community. Good social and domestic results 
would be reaped if the number of provident people bariog 
savings bank deposits were to be the rule instead of rare 
exception as at present. Direct encouragement to investment is 
given by the granting of interest wbicli is 2i % on call deposits. In 
these days of low interest the reduction to 2^ % need not ' be a 
handicap. Since these lines have been written the rate of interest 
has been reduced to 2 % in April, 1936. The limit np to which an 
individual depositor can place money is Bs. 750 within the course 
of an official year. The individual amount of deposit cannot be 
more than Bs. 5,000. The Governnient gives the depositor the 
option of converting his money into government paper if he so 
likes. 

Nearly seventy-five p^ cent, of the depositors do belong to the 
professional classes and the intelligent middle class people avail them- 
selves of these Savings Banks and it is only very few of the 
agriculturists that make use of these banks. Their ignorance and 
illiteracy stand in the way. The present low rate of interest is not 
sufficient inducement fo compel them to retain their savings here. 


* Thete wore foot saoli runs made on tlm P. 0. Savinga Banka daring lie Baasiao 
Bcaie ol 1S86, tbo famine doya of 1806, the boycott and Swadeahi agitation days rf lOW and 
in 1014 when the German Govemmant conGseatod the* Savings Bank deposits in their countiy 

vrete euddon mna on the P. 0 . Savings Banks. 
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Mortgage and pawnbroking basineBB pays more and even tbe ladies 
of wealthy families and succesaful lawyers do utilise tbeir savings 
in this lucrative money-lending business. So long as mortgage 
banks, specialising in this particular line, are not started the invest- 
ment of savings in these banks or the Indian joint-stock banks 
cannot be expected to increase. Tbe possession of land confers peculiar 
social status and much money is consequently invested in the land 
mortgage business. So long as these habits dominate it is hard to 
expect any increase in the banking habit of the people. 


Their Limited Progress. 

Sir H. B. Smith’s Oommittee writes, “ we are impressed by the 
comparatively insignificant figure of the total deposits in the Post 
Office Savings Banks amounting to only 24^ crores on Slst July, 1914, 
before tbe conditions that ensued on the outbreak of the war led to 
the heavy withdrawals. We understand that tbe substantial increase 
in deposits in the years 1912-13 and 1918-14 amounting to over four 
crores was doe mainly to the grant of additional facilities and in order 
to increase them the Government of India should examine bow far 
notwithstanding the admitted administrative difficulties it may be 
possible to improve the present procedure for the deposits and with- 
drawal of money and to increase the number of post offices conduct- 
ing savings banks business.^ Boughly 13,000 F. 0. Savings Banks 
exist with about 25 lakhs of depositors depositing some three crores 
of deposits. 


Their Banking Services. 

The banker’s interest in the matter of the P. O. Savings Banks 
does not confine itself only to their deposit-attracting function, and 
the promoting of thrift among tbe working and middle classes These 
banks undertake internal remittance work, facilitate the transfer of 
small sums of money from place to place by the money order system.o 


S sir H.B. Smith Conimittoe’BBeport,p. 33. 

* Represent fee for sending ordinary money order is graduated as follows : on aw 
sum not exceeding Bs. 10, nnnas two; on sums exceeding Bs. 10 but not Bs. 25 the charge 
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The Government follows the well-known clearing principle in the 
matter of this business. It sets off payments in opposite direction 
against the other and these obviate the necessity of sending coin or 
currency notes. As a matter of practice it has realised that amounts 
remitted to and from a town very often balance one another daring 
the course of the week.^ 

The Government P. 0. Savings Banks also provide for telegraph 
money order facilities, Bupees 600 being the maximum limit up to 
which they can be issued. Those T. M. O.’s must not inclnde 
a fraction of the rupee. The Ordinary fee plus a telegraph 
fee is charged. The practice of remitting money-order commission fees 
when land revenue is paid has to be further encouraged. 

The Post Office provides facilities for making remittances abroad. 

The Postal order transactions between India and foreign countries 
are too well-known to need any description and analysis here. Funds 
are remitted from Mesopotamia, Persia and Ceylon through the Post 
Office and the import of funds annually through the Post Office has tc 
be noticed. 

The Post Office Savings Banks are literally the bankers of the poor 
and even investments in Government stock are facilitated to a certain 
extent. As the democratising ** of public credit would be the chief 
advantage of a wide-spread extension of this habit every encouragement 
should be afforded in this direction. Public credit can become easily 
stable and the Government loan policy would always succeed if only 
these depositors become more familiar with Government stock. 

Sometimes back even bullion ^ipments to and from India wore 
undertaken on behalf of the Anglo-Eastern Banks by the parcel post. 
By this means a parcel of five hundred sovereigns was sent at a very 
nmalT cost of 6s. 5d. and the shipping companies finding the extended 
use of the parcel post being resorted to for this 'business protested 
against this use. The Government declared it illegal and a notification 


♦ Before iihe inangoration of Uie money orders system in 1880 tlie GoTemroent 
•rreasnries issuea bills of exchange current for 12 months upon one another and as there 
vein only 283 offices of issue and payment it could not satisfy the requiremeots in any way. 
Cnrrefioy notes were consequently sent by post as a safe and cheap method of remittance 

See Geoffrey Clarke, The Post Office of India and its Story, Chapter VII. 
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mm iMoed ptohitatag flie tansnnsaon of mow flum M of gold 

SttBaw«dBtrf)tookBtyIoa the Saviogo Bonk deponteM mta- 

We elforte in thnft • end it is well-known that people who have 1^ 
broken to thntly habits pass on to other agencies for msesting mOT 
money The progresBive stages in the development of thrift might be 
denoted firstly, by the money-box, secondly the savings bank deposit, 
thirdly, the ordinary commercial bank and finally, wider investments 
The steady growth of savings depends on the fact that people have con- 
fidence m the savings bank and that opportunities exist in a large nnm 
her for investment in these banks 


Suggestions 

Unfortunately in this country we have only the savmgs departments 
of the commercial banks, the Imperial Bank of India and the Postal 
Savings Banks to handle the savmgs of the people In other coun- 
tnes the savings departments of the Trust companies, building and loan 
associations and municipal savings banks compete with one another for 
this business So far as the United Eingdom is concerned ^ere are 
three great national agencies m addition to the joint-stock banks, 
building and co-operative societies and Investmeht Trusts, Penny 
Banks, School Savings Banks ® and thnft dubs and Bailway Savings 
Banks While the big mvesting ciasses are the clients of these insti- 
tutions the small mvesting classes are encouraged to mvest their 
Savings m the Trustee Savings Banks, the P 0 Savings Banks, and 
the National Savings Organisation The Trustee Savings Banks are 
now nnmbermg 131 with numerous branches and sub-offices number- 
ing 487 located in thickly populated areas These date back to the 
beginning of the 19th century They are started by individuals actuat- 
ed by purely altruistic motives and from 1891 a statutory inspectidn of 
the working of these T S Banks was organised by the State Numer- 


• I Hiiinilton,“An OaUme of Postal History and Practice, 'p 82. 

* 1 . * way in this diMction and in almost all the Nnnipean conntnea 

the school aaviDge banlrs exist These aid rather than retard pnvate bonking enteipnae 
f« the iniOal training would promote, develop, foster and implant hahita of thnft and 

inaagfxT 
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ons acts were passed since that year The latest was in 1930 The 
savings were invested through the N Debt CommiBsioners The depo- 
sits of the poor classes were paid rate of interest and the F S 
Banks were allowed to obtain JB2 12s 6d , the additional sum being in 
tended solely to cover the costs of management The larger T S 
Banks have their own investment department and requure one month’s 
notice from the depositor to withdraw his deposit Three and half per 
cent is allowed to the depositor and the National Debt Commissioners 
have to sanction the investments made by the T S Banks They 
also undertake to carry out the individual investment in certain classes 
of Grovernment stocks specified by statute The holders of the in- 
vestments receive all the benefits of this investment The following 
figures speak eloquently of the progress of the investment habit > 


Ordinary Depoaiiors 


1015. 1924 

No of ordinary depositors 1,966,730 2 295,585 

Amounts of deposits £61,412,370 £82,285,044 

Special mvesiment deposits. 

No of depositors 107,564 120 604 

Ammut of deposits £15,337,281 £24,753,347 

Individual Stock Investment 

No ot Investors 90.017 25W" 

Amount o! .took bonds hold 46.B7T.891 430,928,947 


If R)r moie detailed sod wceotinfonssbon see lbs Rs|ioif of tho Brodboi, Coioouttfo 
00 MiMoapol SofiOdf Bonks, tIddSI, fp 17-dl. 
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Another noticeable feature of the P.O. Savings Banka of the United 
Kingdora is the facility granted to the Penny Banks that are affiliated 
to it. There are 4,500 Penny Banks and the depositors are children 
in the small schools of the country. These secure ledgers, cash books, 
etc., free of cost from the Post Office as soon as these are affiliated 
to it. The National Savings Organisation was started in 1916 as 
recommended by the Parliamentary Commtttee on War loans for 
the small investors. The War Savings certificates which can be 
secured by paying 16s. 6d. is payable at the end of five years in jgl 
and this income is exempt from income-tax. These are however sold 
only to those whose income is below £ 300 a ye^ and this maximum 
has been receatly raised to £500 a year and in 1923 the price of the 
N. 8. certificates was raised to 16s. and at the end of five jears it is 
payable at £1. Twenty thousand Savings Associations have been 
created and a large army of voluntary workers are affiliated to the 
Committee. 

As such multitudinous nation-wide agencies do not exist in this 
country, the P. 0. Savings Banks should be made more popular by 
granting more concessions snch as the withdrawal of money, say, twice 
a week with an interval of four days between successive withdrawals, 
the raising of the maximum amount of deposit money from Bs. 750 to 
Rs. 1,500 and the issuing of more pass books in vernacular to those 
who desire them are some of the means of popularising these P. 0. 
Savings Banks. The present rate of interest was fixed long ago 
when the Government bonowed at three and half per cent, l^e 
Government should realise that the value of money has gone up enor- 
mously. The Government is at present borrowing at five and a half 
per cent. The Post Office Gash Certificates which are issued at a 
liberal rate of interest running practically at compound interest are 
undermining the popularity of the Postal Savings Banks. It is indeed 
bad statesmanship to pay 2^ % to the poor and middle class depositor 
while it pays three or four and a half or five per cent, to the richer 
people who lend money to it. Profiteering out of low interest of the 
small investor is a most unpardonable offence. This is a most undesir. 
able source of revenue. This is the chief reason why deposits in the 
Indian P. 0. Savings Banks have not increased along with or kept 
pace with the deposits of other banks. The Post Office clerks can be 
61 
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deputed to attend workshops and factories on pay days and seoura 
deposits from the wage-earners. 

Every sub-treasury of the Government should be utilised as a 
Savings Bank and even co-operative societies can be permitted to open 
a current account with them. 

The services of village school-masters should be requisitioned to 
run village postal savings banks. 

More cash should be kept in the different P. 0. Savings Banks to 
facilitate the free flow of funds. 

In reality the P. 0. Savings Banks are the joint-stock banks 
from the smallest depositors who are too poor to resort to the 
Jt. st. banks. Familiarising the people with cheques and other 
credit instruineutb ought to be another endeavour on the part of 
the F. 0. Savings Banks. The Savings Banks system should be 
pushed energetically throughout the country by opening more Post 
OfiSces. Thej' number at present 20,000 and most of them do not 
conduct savings bank business. 

The deposit money should be utilised for the local needs of the 
district. ' ' It should not be utilised as a support for the exchange 
Kituation or remitted to liondon for use there by the Secretary of 
State fur India or used for meeting commercial bills or purchasing 
sterling in India. This cornering in the Government Treasury 
Chest and draining away mmey from beneficial uses from the pro- 
vinces is an unpardonable mistake. These funds should be transferred 
to the Beserve Bank and made available for financing the growing 
requirements of our trade and industry. 


n This is what is done io the U. 8. A. The notioDel and the state banks obtain the 
deposits socated through the Postoi Sarings Banks system. The banks pay alont 21% 
for such deposits and 6S% of the P. O. Baviogs Banka deposits are loaned out to the banka 
in the slate or torritoiy in which they have been obtained. The P. 0. Sovinga Bank 
deposits ore thus made to help the credit resonreea of the country. It is essential that this 
example baa to be followed and if a portion of the deposits can be loaned out to the co 
operative bank of the dialrfcts which are requiring greater resources, a more profitable use of 
the deposits can be made. "Even in Belgiom, Prance, Italy and Germany the deceits are 
used for municipal loans, agrlcnltural credit and the creaiion of workmen’s dwellings an 
any other safe pubUo investment. Thus the object everyioTicre eke is to aid focal industry an 
the deposit is being used for increasing wealth. See I. BAmilton, "An Outline o os 
History and Practice," p. 66. Italics mine. 



INDIAN POSD OFFICE SAVDJGB BANKS 
!ae Sovwimifflrf of Indi» iavo been meiing M ettmt 
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^fch bare often been designated as the » inteiestbearing onrrency 
note.” These were first issued in 1917 with the object of encouraging 
the investment habit on the part of the smaller investors and about 
eight crores of rupees were invested in this way by the end of 
March, 1919. With the introduction of improved rates of 
interest and addition of further attractions the popularity of this 
form of investment increased to a great extent and the official year 
ending in March, 1924 about 5*3 crores (net) were realised. In 
1924-25 the net amount realised was about** Rs. 4*6 crores. 
With the greater propaganda work on the part of the Government 
it is possible to obtain greater suras which should not however be 
utilised to satisfy the capital requirements of the Government. A 
portion of the money obtained by the sale of these V. 0. Gash 
Certificates in the districts and rural areas should be set aside for 
use in those rural areas thus increasing the rnral credit resources 
and help the building up of rural prosperity. The sale of the P. 0- 
Cash Certificates is ultimately bound to give great stimulus to thrift 
and the systematic encouragement of this habit will have . profound ■ 
influence in bettering the future economic condition of the people. 
The sale of the Cash Certificates through village accountants and 
accsptiag them in lieu of cash as payment for land revenue would 
still further increase their popularity. Although further attempts 
in this direction of increasing their popularity can be made proper 
fuading arrangements are long overdue and no time shonld be lost 
in making provision for this unfunded debt. No further reduction 
of interest yield is possible or advisable. The five-year P. 0 Cash 


^ It is indeed sn anomalr to note that sitboo^fa oar public debt has risen iieBilj to 1,000 
rrores of rupees no provision has been made until quite recently for the oraation of a sink- 
ing fand to wipe off graduslly the unproductive debt and maintain the credit position of 
the Govorafflent intact both at home and abroad. Sir Basil Blaobetl’s measure is a dssir* 
able innovation. Bnt a more perpetuel, anxious and increasing effort to rednc^the public 
debt shcnld be made by the next finsnce minister The institution of a Provincial Loans 
Fund for procuring necessary funds lo the Provincial governments and the charging of a 
rtandard scale of intorest for productive and nuproductivo debt are improvements in the pnblio 
deb BitoBtion. The inititntioa of a Depreciation Fund for the B% 1920.47 and lOiB-BS Bupee 
loans i& another desirable step in the improvement of the public debt. 
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Certifcates is the only popnlar form of inrestmeni available to the 
poorer classes. They are now sold in the denominations of Rs. 
10, 20, 60, 100, 600 and 1,000 and if the investor holds the certiS- 
oates till maturity the interest ranges to 5^ % free of tax. They 
may be cished at any post office. Tn July, 1927, this rate was still 
further reduced to 4i % free of tax. But this reduction is respon- 
Bible for decrease in net receipts.* » Owing to recent reduction 
of the rate of interest the purchase price yields only 3%. See table 
II at the end of this chapter. The total amount of cash certificates 
held by any person is limited to Rs. 10,000. 

A small Committee should be appointed to consider the desirabi- 
lity of introducing the progressive model of the postal system of 
the countries like Austria-Hungary, Germany or the Swiss Republic. 
The development of the postal cheque and its possibilities should be 
explored.'^ Japan has introduced it. 

The Government should open postal cheque offices and permit 
individuals after proper introduction to open an account at their 
office with a permanent fixed deposit of Rs. 100. This can be 
operated through any Post Office in the country aud money trans- 
mitted to any other part of the country without limit of amount. 
Of course a moderate charge can be levied in this case as in that 
of the money order system. In a big country like India where 
banking is so imperfectly developed a system of this kind will make 
money fluid. As Mr. Darling suggests this would be of the greatest 


Since these linee bare been written tbe Oorcrnraont have once more redncel the in* 
texest on P. 0. Oasli CertiFiealea bat tbe xstes of mco’se-tax an high and ihe’e been .i fall 
in valne of GoTemment sccoritics. Undoobtedlr the depositors will not fail to avail Ibs'n'-cWes 
of these featnras. For tbe actual amonnt invested in this form sec tbeBeport of tbe Oontioller 
of Ooriency, p. 18 (1894-85;. 

*4 Qaite recently, a Committee of tbe Post Office Advisory Council presided over by 
Sir G. Lawson-Jobnaton considered tbe advisability of intFoducing the Postal cheque sys- 
tem and in order to encourage wider ezpansian of banking habits and secure economy of 
currency the offering of cheque f soilitiea for the P. 0. Savings Bank depositow was re- 
commended.*' It, however, reoogoises that there iv considerable danger in allowing the deposi- 
tor the use of the cheque book. The placing of a maximum limit on (be amount of the 
efaeques that could be drawn to issue such cbeqaai only when balances are sufficient to 
cover lbs maximum amount dm wable nre certain safeguards that have been recoraraenled 
(see the London Times of Augnst 2nd, 1928, p. 188). 
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advantage to cooperative societies to whom the tiansfer of money is 

often a matter of considerable difficulty ^ » 

Instead of developing a progressive arrangement of the postal 
cheque the Post Office has after all devised only the use of cheques 
m payment of money orders in Calcutta, Bombay, Madras and other 
bigger commercial cities of this country Firms and individuals who 
are to receive a large number of money-orders daily and are wishing 
to receive payment by cheques are usually paid by means of cheques 
by the paymg post office The acknowledgment forms of the money- 
orders as well as the receipt of the cheque have to be signed 
Specially to avoid mistakes, the new procedure of handing over the 
cheques is done after the list is given to the payee and adequate time 
for eyn imning the list 18 also afforded to the payee 

The mtroduction of some other desirable features mutit be examined 
by the above committee The Indian Post Office Savings Bank 
must undertake to collect cheques on behalf of depositors and they 
may be subject to the withdrawal after the petiod of a week so that 
the P 0 would have reasonable time to collect the proceeds of the 
cheque The introduction of Small Home Safes and the provision to open 
jomt accounts payable to either or to the survivor would increase the 
available deposits that it can gather from the hands of the Bmall 
savers As m England the Savings Bank deposits of an individual 
debtor should not be made liable to attachment by the creditor 
Indian depositors can also be given the privilege of nommatmg the 
beneficiary to whom the deposit sum can be paid on the death of the 
depositor This would render unnecessary the duty of investigating 
the rightful claimant and the survivor heir would easily secure the 
deposit sum with the minimum possible dela} Unless such vigorous 
steps are taken to popularise the P O Savings Banks it is quite 
hkelyto become a moribund affair as compared for example with 
the Grerman Savings Banks 
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Table I. 

Sho-xing Ihe Gnicth of DeposiU in the P. 0. Savings Banks. 

'In IcVkr cj Bvpcu.) 


Year. 

:o. sf 
cspasHio:?. 

repKfrs <sa:li) 
rtzT f^istre 
cf irtewat 

Zsiereri. 

, YacfP.O 
Ssriags , 
Basta. 

WjUiSra-B-al 
eatL year. 

1 

Bal'oceof 

adonis. 

:915-16 

1,650 

816 

43 

10,836 

773 

1.532 

1916-17 

1,647 

938 

45 

10,421 

SIO 

1,659 

1917-13 

1.637 

1,016 

44 

10.975 

1,017 

1S,6S3 

1918-19 

1,677 

1,-345 

46 

10,557 

1,121 , 

1682 

1919-20 

1,769 

1,774 

C6 1 

10,670 

1,522 

2,134 

1920-21 

1,877 

1,634 

62 

10,713 

1.753 

2,286 

1921-22 

1.933 

1,172 

61 

30.753 

l,83i 

2.22C 

1922 23 

2,043 

1.769 

62 

10.730 

1675 

. 2,319 

1923-24 

2,039 

1,833 

67 

10 535 

1,679 

2,478 

1924-25 

2,164 

1.650 

71 

10.727 

1.764 

2.563 

1927-28 

2,600 

2,4oO 

86 

12.326 

2,054 

8.26B 


Table II. 


Shoicing ihe trcnsactions on accounts of the Post Oipce Cash Balances. 

an IcWar-JSnput.'^ 


Tesr. 


BessjpL 


Bepajawis. ; 


I Ontsf^aSEg Etiifi 

I eadoUlsJwr. 


1917-18 
1918 -19 & ■) 

1919- 20 i 

1920- 21 & I 

1921- 22 3 

1922- 23 & 7 
1^23-24 j 
1924-25 

1923- 25 

1926- 27 

1927- 2B 
1933-34 


1.000 

112 

! 858 

403 

116 

j 313 

100 

' 241 

! 143 

761 

353 

405 

610 

140 

470 

755 

170 

' 785 

753 

172 

571 

609 

206 

403 

1.SS1 

523 

6o8 


8SS 

376 

483 

842 

1,812 

2,097 

2,003 

3,021 

6,372 
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CHAPTER XIV 
The Co-operatite Banks. 

ne object of Ibe cbapter-Hs origiu-Genenil feetores of tie Coopeaiive fe=»=t 
nsovenient— Tie progress of the co^iperatiTe credit moreineat— He Etmchce* d 
tie C. C. Sodeties-The present problems-How to seraie ifflp.-oreaeaf-Cooa-atiB 
with the LC. 07Kanisation-The C. Bank rcr»* He Joint-Srod: Bank-Vna-'-onami- 
benefits-Slow and steadr wins the race-Erlension of co-r^Kratire activitT in otla 
directions than credit. 


The object of the chapter. 

The chief object of the chapter is to show the stractoral differences 
between a co-operative bank and a commercial bank and the different 
methods of procedure adopted bv them. As the Report of the 
Government Committee on Co-operation in India shows “ the wmo 
basic Jaws of finance govern both ordinary and co-operative banking.* 
The co-operative bank is only a miniature bank which deals with 
the smallest unit of saving and small questions of credit. A suitable 
definition which contains all the elements of a co-operative credit bank 
runs as follows: — It is a voluntary association of individuals with 
unrestricted membership and collectively-owned resources formed 
by small producers or wage-earners conducted on a democratic basis 
by accumulating the savings of tbs members and granting them cre^t 
on easy terms of interest and repayment, surplus being placed to re- 
serve or distributed between depositors, borrowers and shareholders, 
the association also using the joint responsibility of its member as a 
security for loans obtained for its members from ontade sources.*' 
It brings cheap money to the door of the borrower and increases the 
volume of available credit. In this light it is conadered as a huge 
borrowing machine whose main interest is to lower the rates of interest 
and promote the welfare of the country by encouraging thrift and 
self-help among the members. Borrowing at the right time for the 


1 The Madegsa Oommittee’s Beport on Co-pperaHsa in India, ISIS, pp 65-70. 
a See X, Baron, Co-operative Banking, p. 78. 
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right amount and for right ends and repaying it at the right dates are 
the objectives of the co-operative credit movement. 


The origin 0 / the Co-operative credit movement. 

Co-operative banking in India is in its infancy. Sir Henry Stork 
first conceived the idea of starting the co-operative movement in India. 
This was no doubt due to the initiative which other countries were 
showing m this matter. Leon Say in Belgium, Leonne Wollemberg in 
Italy and Prof. Tanviray of JFranoe were the pioneers of this move- 
ment in their native countries, but little headway could be made in 
this country against popular apathy. The late Sir Frederic Nicholson 
was commissioned in 1892 to study the agricultural banking organisa- 
tion of other countries and he recommended the Baiffeisin type as the 
suitable one to alleviate the sufferings of the Madras agriculturists. 
H. Dupemez” was doing spade work in the matter of the People's 
Bank in the United Provinces. It was Lord Corzon, who was really 
anzious to increase the well-being of the people, who appointed a 
committee to consider the feasibility of introducing the Baiffeisin 
system of co-operative organisation. The Famine Commission of 1901 
urged the importance of starting mutual credit associations. The 
Co-operative Credit Societies Act was passed in 1904 to encourage 
thrift, self-help and co operation among agriculturists, artisans and 
persons of limited means. But there was no provision made in this 
Act to create central societies for supervising and Snanoing the p rimar y, 
rural and urban societies and legal protection was not eztended to 
co-operative societies, organised for other purposes than credit. The 
remodelling of the Act in 1912 gave scope to remedy the above defects 
observed in the course of its working daring the previous half-dozen 
years. The Co-operative Societies Act of 1912 conferred legal status 
on co-operative societies organised for marketing, production and 
insurance. Scope was given to the people for creating a central organi- 
sation. The old-fa^ioned distinction between urban and rural was 
given up and the dassification of limited and unlimited liability was 
introduced in its place. Subsequently the different provinces have 
enacted different Co-operative Societies Acts to cope with special 

1 See H. Dopernex, The Village Banks, pp. 8-11, 

62 
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problems of their own. The Provincial Acts of 1925, 1927 and 1931 
passed in Bombay, Burma and Madras have consolidated the position 
of the co-operative movement in the respective provinces. 


General Features of the Movement. 

To-day, there are a great variety of types among the credit societies. 
The money doles extended by the Government in the early stages of 
these societies have been disoontmned. In the matter of credit 
snperriaon, training and propaganda non-ofBcial support is bring 
actively enlisted. Bat as it is, the present co-operative movement 
has not been snfSciently deofficialised. The Begistrar and the staff 
of the co-operative department constitute the administrative side of 
the movement and perform the inspection business. The Provincial 
co-operative banks and the District Banks constitute the financing 
machinery of the primary co-operative societies or units. The Pro- 
vincial and District Federations of non-ofScial men, the unions and 
institutes form the propaganda body and co-operative education is 
diffused through these channels. Supervision and propaganda consti- 
tute their regular business. The progress of the co-operative, move- 
ment depends on the proper functioning of these three distinct orga- 
nisations. 


The Progress of the Movement. 

More societies are arising. Members are increasing. The capital 
of societies is fast increasing and though a crisis in one province or a 
failure in other places may occur the movement is having a health; 
growth and real progress is being achieved in several directions. The 
following table gives the readers an idea of the gradual growth of the 
co-operative societies. 

Capital is increasing faster than membership, being now nearly 
Bs. 199 per member and the average membership per society is now 
39. The capital is Bs. 7,628 per society.* India has the largest 
number of co-operative societies amongst the countries of the world 
but their strength is very insignificant. The following table shows the 


« See the Ananal BepoA on the ProgicBs of the (hw5)etatiTe Morement, 1926-27. 
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memlMBhip,pop»totioniinart»ngaot the cooperatlTe someties o£ 
the world 


Conntiy 

Xotal 
Fopn in 
mills 

Total 

No of 
Societies 

Total 
'Basia per 
Somely 

Total 

membeiabip 
m Co-<verB 
tmSooietjr 

Total 

Fopn foe 
member 

Indis 

852 

106,060 

3,819 

4,204,839 

82 

Japan 

64 

16,079 

4,266 

4,700408 

14 

China 

462 

2,516 

170,721 

79414 

6 721 

OnatBntam 

46 

4,084 

11,600 

8467,730 

56 

Oeiznai^^ 

62 

62,080 

1408 

9,618,719 

66 

Pnnee 

41 

86,866 

1,171 

6,868,910 

76 

Danmark 

86 

6,088 

600 

966.089 

4 

Anatialia 

6 

1,088 

6000 

827,122 

17 

Canada 

122 

81,078 

8,086 

16,4U,181 

8 


While the above table speaks of the growth of the co-operative 
societies of all kinds the following table shows that there is progress 
m the growth of non-agncultnral societies, the Central Banks and the 
gaaranteeing unions as well 



Average ending 
from 191616 
to 1919 20 

Average ending 
from 1919 20 
toig20-26 

Average ending 
from 1026 26 

Average end 
iDg from 
1926 27 

1 Central (including 
Provincial Cen 
tral Bank and 
Banking Union) 

404 

508 

567 

577 

2 Supervision and 
guaranteeing 
union 

688 

1,802 

1,406 

1,421 

3 Agriculture (in- 
cluding cattle 
and insurance 
societies) 

25,873 

5,116 

1 

) 71,140 

78,940 

4. Kon agricultural 

1,662 

4,183 

7,069 

, 8,183 
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- As the above table speaks of aJUndia progress a bird's-eye view 
of the development of co-operative societies in the different Provinces 
would be necessary. The following table shows the growth of the 
co-operative credit movement in the provinces : — 


ProTiocee. 

Popn. 

in. 

Total 

No. 

of 

Sooietiea 

No. of 
Societies 
per 100 
inhabi- 
tants. 

Total No. 
of mem* 
hers of 
primsiy 
sooietiea. 

No. of mems. 
of primary 
societies pec 
1000 people 

OlotaL work- 
ing capital 
in crorcs of 
Be. 

No. of 
services per 
bead of 
pop. 

Madras 

46*7 

18,681 

391 

883,100 

18*0 

16*10 

65 

Bombay 

31*9 

' 6,816 

36*1 1 

687,640 

26*8 

16*17 

U8 

Bengal 

60*1 

28.638 

47*0 j 

777,809 

16*6 

17*66 

66 

Bihar and Orissa 

87*7 

1 8,901 

23*6 

36,680 

6-8 

6*76 j 

34 

U. P. 

48*4 

6,061 

12*6 

162,080 

8*3 

2-24 

7 

Ponjeh 

28*6 . 

31,896 

90*7 

707,680 

30*0 

18-47 

126 

BnnD& 

13*1 

3,167 

16*6 

12,367 

6*6 

2-33 

38 

C, P. and Berar... 

16*6 

8.704 

24*6 

71,034 

4*6 

6-67 

67 

Assam ... 

8*6 

1,400 

16*8 

64,388 

7*6 

d‘^6 

. 16 

N. W. P. P. ... 

3*4 

1 

461 

18*8 

16,838 

0*4 j 

0*19* 

. 13 

1 


The co-operative credit movement is clearly making rapid financial 
progress. The financial resources of the co-operative credit societies 
are becoming stronger than before. There is steady increase of the 
working capital of the banks. Unlimited liability with share capital 
has proved a distinct success. Although loans from the Central Banks 
bulk largely in the matter of agricultural societies deposits from mein- 
bers are slowly increasing. The Beserve fund is increasing and a 
judicious use of it is being made. Loans to members for distinctly 
productive and unproductive purposes are ^ granted at rates of 
interest ranging from 9 per cent, to 15 per cent, and the repayment 
of these loans by means of instalment -has proved a benefit to the 
borrowers. If the membership of the Agricultural societies is taken 
into account they belong to all classes of society. Landlords, tenants 

« This 18 best defined by the Maclagan Committee itself Dnprodoctive loans aw ft« 
ineritable espeaditore end not exeesaha ia amomit Mie contrBCting of such lo^ is 
the weak ^t in the agricnltmal economy of the Indian peasant.’' 
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and labourers aw generally members of these societies. The Post 
Office in which the funds of the co-operative credit societies are 
deposited has devised improved means to liberate these funds as quickly 
as they are required by the societies. Sometimes well-to-do members 
to whom is entrusted the fund have been won over to the cause of the 
co-operative movement. Thus a good solution has been devised for 
the safe custody of the funds of the primary co-operative society. The 
local management of the co-operative credit society usually rests in 
the hands of the Punchayet or managing committee consisting of 
elected officials working gratuitously and the business consists in 
lo oking after applications for loans, settling problems of admission 
and expulsion of members, receiving deposits, collecting overdue loans, 
plmnlring accouuts and allotting money for the working expenses of 
the society. 

The structure of the 0. C. Societies. 

These individual and completely independent village societies as 
they are styled in co-operative literature are federated into onions or 
central societieB for securing finance and proper control. Unions 
formed solely for continuous supervision purposes are simply 
designated unions or supervising ° and audit onions. The function of 
guaranteeing unions is to supervise and guarantee the security of the 
•societies affiliated to it.'^ They maintain a rotation register, revise 
property statements, and keep a register of delegates of primary 
societies. The supervising body of the union has to inspect the 
financial position of the societies and recommend loans to be made by 
the Central or District Bank. Just as the financial side of the co- 
operative movement is organised on a proper basis so also for the edu- 
cational and propaganda business there is a well-knit organisation of 
which the supervising or guaranteeing union consists usually of twenty 
to thirty societies or more. GChey are organised into federations and 
these have their apex organisations in the Provincial Co-operative 

« In Bombay thqr are very popular and help the Central Banka in them finanmne 
(^lationa, ° 

^ TheProTince of Bnrma iraa the first to create this type of organisation. The 
Madagan Committee recommended its adoption by the other provinces. Except the Central 
pnnmces other provinces have ad(vted this suggestion. 
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Union. The duty of this federation is to formulate a right educational 
policy and see that the unions carry it out in right earnest. They are 
the real agencies \7hi0h are to introduce supervision, propaganda and 
education and help the position of the finanning banks to a great 
extent by enabling the people to understand the true spirit of the 
co-operative movement. If the function of procuring finance is also 
attached to other duties of the union it is styled the Banking union. 
But if a central society exists purely for securing finance for the 
constituent members it is designated a Central Bank. 

The Central Bank of the mixed type ^ where individuals as well 
as primary co-operative societies can become members has been 
accepted as a suitable form of organisation and unUke tHe European 
Central Banks which act as a mechanism for balancing funds the 
primary duty of the Indian counterpart is to secure more funds to 
the individual Co-operative Banks. In addition to this the inspection 
of affiliated societies is also taken up by the supervisors appointed for 
this purpose so that they can check the decline and fall of primary 
societies which have borrowed from it. This administrative action of 
the Central Banks is bound to be useful to the movement for it 
enables the Central Banks to occasionally inspect the financial position 
of the primary societies and instead of placing reliance only on their 
unlimited liability feature they can better gauge their ability and 
prevent them from drifting into chaos. This becomes inevitable 
when the supervising unions and the federations do not discharge their 
work of supervision on correct lines. The Central Bank riiould never 
be considered as an outside agency having no moral claim even to dictate 
terms and supervise the primary societies. The primary societies, 
the Central Banks and the Provincial Apex Bank really form an 
integral feature of the co-operative credit movement. The Central 
Bank is a federation of the primary societies where th^ form a decisive 
power of fixing the volume and period of payment of loans to the 


8 The main reason why pore type banks consisting solely of the primaiy sodefes 
cannot be recommended is that adegnate talents cannot be enrolled for managing the 
aooietiea and the neglect of the support which the enthusiasBc non-official people are wil g 
lo render would be a sheer unpardonable mistake. The danger is that they mig it ecome 
^ pure monetfisy banks without the expert guidance of bankers. 
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jrim.iyn*M0(m»eMsttob8 charged on the loans and all othM 

detaUB. They are all fellow lalgrimB in seardh of a common end and 

are aotnated solely with the motive of acting “ each for each ” 
and ** all for one.” Providing the bulk of the capital to the primary 
BOoietieB the Central Bank has to watch over the safe employment of 

this capital and enforce the recovery of the same from the borrowing 

rorietieB. The right of inspection and enquiry has already been 
granted to the Central Bank in the Madras Presidency and even the 
supervising unions do this work. It is advisable that this staff of the 
supervising onion should be controlled by the Central Banks. The 
divorce of supervision from finance and the theory of antonomy of the 
co-operative hniis as advocated by Wolff cannot be considered suitable 
to Indian Co-operative conditions. Superimposed on the different 
Central Banks is the properly constituted apex Provincial Bank " and 
its recognised duties are to lend through the Central Banks and invest 
the surplus funds of the Central Bank and deal with the primary 
village societies through the Central Bank alone. It also acts as the 
channel of inter-oommunication between the co-operative movement 
and the Imperial and the joint-stock banks. 

Its sole business is ** to forecast and arrange for the provincial 
requirements as a whole and bo the financial co-operative centre for the 
province,” says the MacLagan Beport. 

A bird’s eye view of the co-operative financial stroctnre has been 
-^given and it would not be complete if the relations between the 
provincial banks and the money market are not outlined. It has 
clearly been stated that the cash credit system of lending to the 
apex Provincial Bank is approved by the Imperial Bank of India. 
Other joint-Btock banks also lend on the cash credit basis or grant 
loans for a spedfio period to the District Central Banks. 


9 Tha Bombay Provinoial Oo-oporatlTe Bank baa started a network of branokee in the 
province to condnet its financial iqperatione. Itie feared that sndi a etep would make it 
toocammendal in character and the truly co-operctive cbaraoterof the oi^Bnisaiion would 
be forgotten. So long as the right to grant locus is not abused and the borrowed monciy 
is not pressed in non-prodnobive direotiona it is unwise to level the charge of cemmoreiBliBa- 
tion against it. 

•9 See the Beport of the Madagiin Oommittee on Co-operation, p. 69, ^ 
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The Present Problems. 

Initially organised by the state the co-operative idea has received 

a wide extension and the present problem is the gradoa] diverting of 

the duty of the state in matters of organisation, management and 
supervision and handing them over to the popular control of the federa- 
tion of the co-operative societies without endangering their stability, 
minimising their popularity, undermining popular confidence and 
reducing the eflldenoy of the co-operative societies. A gradual trans- 
ferenceof duties of organisation and supervision to the requisite 
knowledge, enthusiasm, time and driving power must be accepted as 
the only available solution. At present an absolute demarcation of 
work between the oflScial department of co-operation and the honorary 
non-ofiScial apex co-operative organisation is essential and as the 
work of the latter bodies proceeds on a satisfactory basis more func- 
tions should be entrusted to them. It is these non-official organisa- 
tions that ought to initiate and organise co-operative work in all 
directions and the future role of the Begistrar should dwindle to that 
of a mere expert adviser as a' guide, philosopher and friend. Perio- 
dical Grovemmeut audit should continue and the primary societies 
should continue to pay for the annual audit. The other Government 
Departments such as the Agricultural and Industrial should co-operate 
with the Co-operative Department. The granting of free technical 
advice to non-credit societies should continue. 

While the broad principles of the co-operative structures have 
been stated it may without exaggeration be said that it has not 
evolved a systematic and definite policy of its own. The co-operative 
mind is still oscillating between the long-term and short-term loans.'* 
Except in Burma where the problem has been tackled** sno- 
cessfuUy and a brand new co-operative organisation for the granting 
of long-term credit by the National Mortgage Societies is shortly to be 
created (March 31, 1928), the other provinces are still striving to 


U TheBoyal Comm.8«on on Agrioulinre bas done aignal service in recommenaing a 
complete eeparation between the two lines of ereait. . 

B See ilbe Burma National tJo-operative Mortgage Bill for instituting loag-tcrm 

facilities for the peasant proprietors. 
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combine limited long-term loaning “ bneinesB .vrith shOTt-term 
loaning business. The problem of securing adequate financial help 
in those provinces where the co-operative credit system has not ob- 
tained enough working capital has not been satisfactorily solved as 
yet.i* Some of the Provinces like the TJ. P. have not created the Pro- 
vindal Co-operative Apex Bank as yet. It is only quite recently 
that the apex Co-operative Bank of Bangalore was started as the 
Central Pinancing Agency of the Co-operative movement in the state 
of Mysore. The problem of obtaining access to the money market 
to permit the provincial banks to unload their seasonal sui^los or to 
borrow funds by rediscounting their paper has yet to be solved. It 
must be remembered that the 0. C. movement finances only a small 
portion of the needs of the primary agriculturists. Bven in the Pun- 
jab where it is more fully developed 40 to 60 per cent, of the num- 
bers have secured from outside. If the G. C. movement has to 
supplant tfiiB outside financing agency more funds would be 
needed. 

The system of securing cash credits and overdrafts from the hands 
of the Imperial Bank or the other joint-stock banks is only a useful 
palliative. The recent decision on its part to curtail overdraft arrange- 
ments has to be remembered. Loans from Provincial Banks to each 
other would be better method than reliance on the Imperial Bank. 
Acting as a competing bank it would -be more and more censorious in 
the matter of co-operative paper offered as collateral security. Q?he 
establishment of the B. Bank would undoubtedly enable them to use 
eligible co-operative paper to secure additional financial resources. 

The starting of an All-India Co-operative Bank would be un- 
necessary in the light of new developments that have taken place 
daring the last decade and progress in no province should be hindered 
for the sake of dull uniformity and for allowing the backward pro- 
vinces time to level themselves up to the position of the more forward 

U The Naogan Gania Mahal Co-operative Bank, Iitd., which is the only mortgage 
oondocts both ahort-term as well as long-term business. In Bombay the attempt is to inati- 
tote a separate department for long-term credit needs and that the provincial Co-operativa 
Banfc'sbonld take ap the finandog of land mortgage banka operating in areas. 

Deposits form 10-16 per cent, of the working capital of the Indian Co-c^erative Cre- 
dit Societies. In other coontriee the proportion is decidedly higher often mnnin>>iip to 80 
per cent, of the total working capital. 
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provinces. The holding of joint conferences annually and co- 
ordinating the efforts of ofBcials and non-officials. the formation of an 
AJJ-India Co-operative iJnion to improve the co-operative backward- 
ness of India by consolidation and the federation of the co- 

opOTafive societies, the sn6jeot of co-operative edncation, the important 
issue of the future attitude of the Government towards the co-opeia. 
tiw movement, the problem of relieving the overburdened Be,gjEtrar8, 
the training of the co-operative personnel in the law and the priripipTfia 
of^ co-operation and the evolving of the proper business methods on 
sound financial lines have not been satisfactorily dealt with and an 
effective solution of these problems would improve the organisation, 
increase the momentum of the co-operative movement in India and 
will bring India into line with the other progressive countries of the 
co-operative world. The real problem of the C. C. movement is to 
secure extensive and unlimited financial facilities at the top and 
to see that they are used at the bottom on sure, safe and sound 
lines. 

How to improve the C. C. Societies / 

But the realisation of the above programme depends on the im- 
proved working of each financial unit of the co-operative system begin- 
ning from the village society up to the apex Provincial Co-operative 
Bank. The primary village co-operative society must pay more atten- 
tion towards attracting voluntary deposits and the consolidation of 
the village banks as these form the very foundation of the co-operative 
system. The method of attracting and encoc^ging voluntary depo- 
sits from members adopted in Japan can be copied wholesals in our 
cotmtiy.i® The officials and employees of the co-operative credit 
society visit each house and collect deposits. Members take it m 
turn "to collect. Oollecting boxes are_ provided 1^ the socie^. Sayings 
clubs are organised and on the savings days deposits are taken simul- 
taneously by the members. Apart of the proceeds of the sale of 
properly is deposited as a compulsory thing. There are some econo- 
mists whcf point out that compnlsory purchase of shares do not rep^ 
sent xealthrift but it would augment the loanable resources. To 


w Bee K. Ogeta, Oo-opentaoa in Japan, p. 388. 
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eiicoarAge deposits societies may grant high rates of interest on greyer 
deposits or offer rhoney rer^ards. The pass book is granted to famUes 
to save in favour of chiJdren. A portion of the harvest is collected and 
converted into deposits. Encouragement of subsidiary indnstnes .-as 
beekeeping, breeding silk worms, etc., has also been given. AH divi- 
dends are converted into deposits. Lecturos on thrift are delivered 
and ^firift songs specially composed in a popular style are snnjg j^y 
members. Unless the working capital increases the general shortage 
of money would be felt and it would be difficult to cope with tte 
from the different societies. But when we take the charac- 
teristics of the Indian agriculturists into acconnt it becomes easily 
apparent that the matter of gathering deposits is not an easy taslr. 
The ryot distrusts banking and the maintenance of capital. His only 
object is to invest his all on land. He does not even shrink from 
borrowing to purchase his land. Land and real estate forin his de- 
sirable assets and he prefers to borrow on this security. A banking 
population on the other hand would draw a cheque on its balance. 
So long as this psychology exists unchanged it is difficult to create the 
banking habit in the minds of the Indian ryot. 

The practice of receiving interest alone regularly on the loan 
instead of insisting on the payment of the full loan has to be checked. 
Short-term loans must not be allowed to become long-term loans in 
'practice, for long-term loans generally become arrears. 


granting of loans to men comfortably situated in life so thc^t 
it might be advanced in small sums to others at high rates of 
interest is the reverse of co-oporation and has to be discoun- 
tenanced. Proper steps must be immediately taken without 
■fail to collect loans if they are supplied by borrowers. Eegul^r 
holdings of monthly meetings, prompt entry of all transactions 
records, the maintenance of fluid reserve in case deposit ' banking is 
pursued and repayment of loans in due time must be secured and 
encouraged. All these transactions must be conducted on well-known 
business principles. The borrowing capacity of these primary socie- 
ties must not be exceeded. Money should be granted to borrowers on 
standing crops up to 60 per cent, and harvested crops up to 80 per 
cent, and gold or jewellery can also be considered as sditaUlA supple- 
mentary collaterals. The maximum borrowing power of each indivi- 
dual member should not be exceeded. The economic purp^ of the 
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loans should be carefully studied or scrutinised. Loans to borrowers 
should: be secured from the Central Banka alone. Resort to local 
money-lenders or sowcars should on no account be. allowed. To relieve 
the excessive dependence on the Central Banks the primary socie- 
ties should be started with a share capital basis payable in annual 
instalments and a Reserve Fund has also to be distributed to members 
promptly and the forecasts of primary societies' needs can be sent to 
Central Banks who can make prompt provision for the malring np 
of these loans. The village primary societieB must be allowed to open 
current accounts in urban banks and allowed to draw upon them 
by cheques. This would achieve a dual purpose. Firstly, cheques 
would become more popular as the retention of cash in the hatuTB 
of office-bearers gives scope to fraud, misappropriation or any other 
defects such as the abovementioned ones can be safely remedied by 
the above method. The village societies would do wdl to imitate 
the money-lender's service and like him combine other lines of 
useful activity to help the borrowers. Without unduly sacrificing the 
financial aspect of its business it can act as a “general purpose 
society,” instead of being purely a credit society alone standing in 
isolation even though no co-operative sale or purchase society is operat- 
ing in the place. As India is mainly an agricultural country more medit 
societies of the Raffeisin type should prevail with suitable modifica- 
tions to suit the conditions of the different provinces. The Schulze 
Delitzch form of urban credit should be adopted on a wider scale. 
It is not the expansion of co-operative credit societies alone that is 
required but the co-operative current must be directed in other 
such as marketing, purchasing, building purposes and pro- 
d nc-t i np directions and for the improvement of the backward or the 
depressed classes and the Criminal Tribe Settlements. Without such 
parallel efforts in other directions more credit societies alone cannot 
hope to make the village people better men, better farmers and better 
citjgAnB and secure an improvement in their standard of living. Above 
all the periodical examination of the assets of the primary societieB has 
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to be done mMoly mth an ey. to sooore lajad noj^TOmOTt » thm 

pn«nsa Xho ptopotty atatomenl of the Boeieboa ahonM be np 

to date Didionest office-bearers should be promptly removed by the 
societies There should be no undue leniency in the matter of collection 
of loans from defaulters 


SuggesUoM for tntproemg < 7 ie Genital Bank 

The Central Banks must take up the current accounts of local 
individuals, traders, and businessmen and with their properly trained 
office-bearers undertake to spread banking facilities m the interior 
They must develop into complete self governing local bodies and not 
degenerate into mere branches of the apex Provincial Co operative 
Bank They must in turn pay proper attention to the village pnmary 
societies and should not consider them as mere channels for distnbut- 
mg their credit and kill all initiative, individnahty and real spirit of 
co-operation m the village societies Tbes must be arising out of the 
necessity of the primary societies for ci ntrahsation and must tend 
towards cementing their growth and organisation Though the 
absence of propagandist bodies is forcing the Central Banks to confine 
their attention to propaganda, organisation, edncation and snperviBian 
of societies yet they should realise that a '* central bank is, when 
all has been got ship ^ape, to serve, not to be tutor to the local 
banks ” It is in fact designed to be a bank Their main duty is to 
finance and nourish properly the different village societies They 
must tap local capital for local use The issuing of more thrift 
certificates fo members as well as non members would tend to the 
mcrease of long term deposits lying in their hands No limit should 
be placed on the deposits of non-members who generally have no 
access to any other bankmg institution So long as a large staff for 
organisation, supervision and control of the societies is not available 

the Central Banks would have to do this work to improve the quality 
of the pnmaiy co-operative societies In the absence of broad 
minded education, advanced outlook and experience of the outer 
world on the part of the generality of the people dependence on tram- 
ed staff 18 neoesBaiy Expert executives and business direcUffrates are 
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Co-operative Bank directors and honorary organisers should take then- 
responsibilities more seriously and exercise them more selflessly. It 
IS high time to realise this higher and nobler conception of their duty. 
Much time is wasted in securing loans as the applications' of the 
individual borrowers have to be passed by the Central Baiik which 
has to provide the necessary finance when the village societies lack 
the necessary funds. The distribution of the Central Banks’ 
loan is often made to those who do not immediately stand in need of 
it at that particular time. There should be real co-operation between 
the Central Banks and the guaranteeing unions of federations in the 
maintenance of a trained staff which can be utilised in the matter of 
inspection or supervision. The Central Banks should forsake 
all anti-co-operation spirit and instead of conducting business on joint- 
stock principles should realise the true spirit of co-operation. Some 
of the Central Banks in Madras have too large an amount of deposits to 
be safely loaned out to borrowers and the anxiety to pay the depositors 
is forcing them to make unco-operative investment of the same fund 
in the money markets of the country. 

The idle balances of the Central Banks should be passed on to the 
F. Apex Bank which can make a business use and investment of the 
same. It is folly to refuse taking further deposits on the plea of idle 
balances. It is far more advisable to lower the rate of interest simply 
and hand them over to the F. Banks for a safe use of funds and 
return of the same. Another vicious practice that has to be strongly 
condemned is the refusal to grant loans to primary societies on the score 
of their overdues. The net result of this action is forcmg even the 
credit-worthy members of the primwy societies to the arms of 
the money-lender. 

The co-operative urban banks should not depend on honorary or 
low-paid agency as before. Employing specially trained staff thbj 
should take up all services of a banking nature beyond the one (3 
receiving deposits and making loans. A provincial co-operative urban 
bank would help the scattered and different urban banks within the 
Fresidency. These urban banks or people’s banks would tend to 
retain the savings within the towns and develop agnculture, tode, 
industry and arts. They can cheapen “ remittance business by 
p'opulariaing cheques, demand drafts and hundis.” Organised bn a 
liniited liability basis and consisting of people of all castes and creeds 
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their abeenoe. Both in Germany, Switeerlmd. Balg^, ItanM 
and Italy theae people’s banks are flourishing institutions. As the 
rapid future extension of capitalistic banking cannot be secured 
India should concentrate its best energies in developing more effi- 
ciently managed urban banks and tend to provide for their effective 
supervision by the Provincial Co^iperative Bank. Unless these 
develop the^fight against the money-lenders they would not succeed. 
Tnafrrwn feuly observes that “co-operative credit organisations are 
fighting organisations." They are institutions of self-help against 
exploitation of the money-lender. The success of these urban banks 
lies in not pursuing a too limited policy and keeping too large liquid 
resources nor in pursuing a too venturesome policy which consists 
in granting loans on doubtful security for undefined periods. 

The provincial co-operative apex bank must act as a link 
between the co-operative financial system, the money market 
and the state. Interlending between the provincial apex banks 
has to be encouraged and further mutual assistance in the direction 
of purchasing or selling securities has to be developed. Their 
working and business methods must be improved greatly. More 
facilities from the Imperial Bank in the matter of internal remittance 
must be obtained. They are to act as the guide, friend and philo- 
sopher for the different Central Banks. Their loans to the Central 


Banks must be made for productive purposes and preference must 
be given to produce loans or crop loans instead of loans for re- 
demption of existing indebtedness or for enabling the agriculturists 
to make large-scale agricultural improvements. These form the 
main duty of the mortgage banks and no confusion ought to exist 
between the two types of banks. Both the Central as well as 
the Provincial Banks can grant loans on the security of depositors. 
The present centralised organisation of the cb-operative system 
is good provided it does not becKime commercialised or officialised 
or top-heavy and unnecessary duplication of efforts and consequent 
waste of energy is avoided. The guaranteeing union, the Central 
Bank, the district Federations and the provincial co-pperative unions 
cBij, with some more experience, increase the efficiency oflhe weak 
and incomplete federated stmotares and other countries would do well 
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to learn this feature of cohereut organisation from our country 
Par the present there are no serious fissures in the co-operative 
fabric While in other countries, notably (Germany, there is no real 
umon of agricultural and urban co-operative organisations India 
has from the beginning been blessed with real union and all co 
operative societies are attached to the same federation or union 
there is a nation wide organisation devoid ofeany separatist tendencies 
If mutual lending between the apex provincial co operative banks 
becomes a settled fact there would be great advantage of this 
procedure Any excessive investment of their funds in Government 
secunties would tend to withdraw financial facilities available for 
agriculture Co-operative money should not be unduly converted 
into Government purposes As m the Italian and Dutch co-opeiative 
systems political and religious rivalry does not mar the utility of 
our CO operative banks Beligious or communal strife should never 
bo introduced in the co operative movement at any cost or else the 
tragedy of the Italian Co operative movement would be enacted m this 
country 

State spoon-feeding has been rigbtly given up Tf tbe deposit 
attracting function becomes a settled fact there would be an accotnu 
lation of savings A high standard of fluid resources must be 
maintamed by provincial as well as Central Banks Educational 
propaganda is needed in this direction The Central Bank of Issue 
of this country should not fight shy in financing the Provincial Banks 
thus establishing a link with the rural credit system of the country 
Government audit, supervision and control which are outlined in 
Sections 35 and 36 of the C S Act must continue till expert non 
nflBffni.1 executives can be secured The undertaking of arbitration and 
liquidation of societies should bo performed as usual by the Govern 
ment Department 

Go operate with the International Co-operative Organisation 

Such and other present day problems facing the co-operative 
movement have to be solved tactfully The prophecy that tbe 
co operative movement is bound to become a permanent asset of 
immense value to India would become a realisation one day or 
Other It^would enable the co operative system of the country to 
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cake lie due position in the International Banking System.^' 
Separatist economic tendencies and political difficulties stand in the 
way of the realisation of the ideal dream. A great degree of 
international co-operation is wanted to make this scheme a success. 
The idea for the present is as vague and nebulous as the proposal 
for the starting of an International Bank which can afford to issue 
a legalised international means of payment having a stable relation 
to gold. The International C!o-operative Alliance is undoubtedly 
doing much spade work in this direction and the future development 
of co-operation in all countries must be on lines chalked out by this 
international body. Such a wise measure which is recommended 
by the Twelfth Internatijnal Congress held at Stockholm in 1927 
as the co-ordinated working of the exchange and trading relations 
between agricultural and consumer's co-operative societies is bound 
to be accepted in all countries. Collaboration of the co-operative 
banks, agricultural co-operative societies and consumer's co-operative 
societies in the common endeavour of solving the problems of the 
rural societies is bound to be of great benefit and a united community 
based on mutual self-help would be formed. 


The Go-operative Credit Society versus the Joint-stock Bank. 

It is imperative at this stage to recognise the vast difference that 
exists between a co-operative banking institution and the commercial 
bank. The business of the commercial bank is to create credit and 
place it in the hands of the deserving people of the community. 
It acts as an intermediary between the lenders of money and the 
borrowers. It collects small savings and turns this broad stream 
to fertilise and irrigate the channels of industry and commerce. It 
grants loans on the strength of adequate security entrusted to its 
hands. Occasionally it permits people of undoubted personal security 
to overdraw their account now and then for a short time. It dis- 
counts bills of exchange arising during the course of trading tran- 
sactions and by purchasing the trade bills it grants the needed money 
to finance trade. This, briefly speaking, is the work of the commer- 

» For tbe advantages ot the T. O. Bank see 
pp. 823-26. 
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cial bank Which is familiar to everybody. It brings prosperity to all 
parties concerned m the matter. But unfortnnately it makes the 
nch richer. It in no way benefits the poor man and does not nplift 
him to a higher place in the society. Only a few fortunate rich can 
satisfy the exacting requirements of a commercial bank in the matter 
of security. But the poor by virtue of their poverty are handicapped. 
It is here that the co-operative bank comes up to fill the gap. The 
co-operative bank is the poor man's banker, i.e., people’s bank as 
learned writei-s put it. Its main duty is to democratise credit and 
place it in the bands of the poor agriculturists, small artisans, small 
traders and thrifty consumers. While the commercial banks drain 
away the deposits from the rural areas to big cities the co-operative 
bank tries to stem the tide and induce the return of the deposit 
money from the cities to rural areas. Though they may be entitled 
to credit they scarcely get any recognition at the bands of the com- 
mercial bank. 

The cC'Operative bank acts not only as an intermediary between 
the lender and the borrower of money but it tries to inculcate prin- 
ciples of thrift. In the very process of obtaining credit from the 
co-operative bank there is scope for education. As M. P. Prancois has 
written ** the co-operative banks democratise credit, relieve distress, 
create wealth and turn to good account industrial and agricnltarsl 
opportunities.” The hitherto isolated people learn the value and powers 
of association. In the very methods of providing credit the co- 
operative bank teaches the lessons of self and mutual help and suggest 
the extension of these to outside matters other than credit. It tbeceby 
promotes insensibly their own self-development. Already we notice a 
humble start being made in the direction of sale and purchase societies 
to benefit the agricultural people and town-dwellers. In the matter 
of financing cottage industries and the building of houses the co- 
operative movement has been enlisted and bids fair to pervade every 
activity of our social life. 

If the spiritual, moral, intellectual and economic progress of the 
rural population has to be secured it can only be done by extending 
the real spirit of co-operative organisation in the field of education and 
industry. The co-operative organisation must not be understood as 
purely a*-*trict business organisation caring solely for the pecuniary 
advantage of its members. This objective has to be transferred into 
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one of common productive enterprise. The cooperative crganmati^ 

must be understood as afuUy "socialised method of orgamsing the eco- 
nomic and cultural life of different groups of societies.’’ In the produc- 
tion and sale of agricultural products the purchase of implements, raw 
materials and manure, the furtherance of irrigation projects, the con- 
•wlidation of agricultural holdings, the insuring against agricultural 
risks, the opening of dispensaries and schools, the improvemrat of 
live-stock, the construction of new roads and the combined bargaining 
for reduced railway freights, the cementing bond of co-operation would 
be an invaluable boon. It is in the Province of the Punjab we find 
agricultural non-credit co-operative societies flourishing. This is no 
doubt due to the remarkable work of the Punjab Economic Board of 
Rural Enquiry. In a model co-operative village in Eadimir the 
co-operative movement is in full swing. Credit, sanitation, education 
and consolidation of holdings are looked after by co-operative societies 
and every village is a member of these societies. The enlightened 
Ruler of Kashmir has remitted a quarter of the annual revenue of 
the village in appreciation of work and further incentive in this 
direction. The novel experiment of allotting land tomiddle class families 
for agricultural purposes is also being tried in the Province of Bengal. 
But co-operative research stations, post-offices and hospitals can be 


started as has been done by the Butch people. Co-operative labour 
societies, so peculiar to Italy, can also be started among the perma- 
nently settled labourers of the industrial areas to mitigate the jnflng nn e 
of the building contractors, ex-middlemen and sardars who under- 


take to recruit labour for factories and big employers. Similarly, muni- 
cipalities can encourage them by employing them in load-making, 
bridge-making and drainage schemes, if any such exist. 

The commercial bank is a joint-stock bank where the expert 
manager or the managing director plays an all-important part and the 
shareholders are sleeping partners. On the other hand, the co-opera- 
tive bank resembles a piece of active machinery in which every 
spring, every wire is alive and knows and consciously performs its 
duties being endowed with the capacities of rendering discriminatory 
services according to the merits of each case watching and checking 
the other parts. There is common control, wide publicity and efficient 
supervision in the co-operative bank. There is a sense of responsibility 
m the minds of each member. There is discrimination in th'^ selection 
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of loans. Utmost vigilance is exerted in the control of their employ- 
ment. Thus there is much of self-education in this case. The co- 
operative bank has certainty of custom and a well-known market. 
The quality of customers is all that is desired because “ the customers 
have passed through the sieve of selection and having been tried and 
approved are held fast by the powerful bond of joint-stock interest and 
common liability.” The commercial bank has no such advantage. 

The co-operative bank operates with small working capital and 
insists on prompt and easy payments. It succeeds in turning over 
its money with comparative rapidity. The co-operative bank takes 
special safeguards to protect itself against bad debts. They are the 
linking up of the liability of all and the insisting of the productive 
use of money that is lent. The co-operative bank is near and familiar 
and the commercial bank is distant and unfamiliar to its customers. 

The co-operative bank is a successful tapper of savings. It affords 
a better rate of interest to the people. There is more remunerative 
employment of its fund than in the case of the Government Post 
0£5ce Savings Bank. These are subordinate to the Government. 
Like the co-operative bank the savings banks do not educate and 
train savers to independence and enable them to obtain business 
knowledge and promote self-reliance on their part. It is not self- 
government that can be obtained in the matter of savings banks.” 
A co-operative bank is the depositor’s own bank hence ** the money 
may be profitably employed in setting up workmen’s dwellings, in 
settling small folk on land and money is made to fructify in pro- 
ductive employment.” Savings banks are less personal than the co- 
operative banks and do more valuable service in the matter of their 
promotion. 


Completnentary Institutions. 

There is no antagonism between the different types of banks, 
one seeking to destroy the other or planning for the downfaU of its 
rival. There is place for both these kinds of institutions in a well- 
organised credit system. The commercial bank holds the cash box 
of the market and has full control over the money market. The 
co-operative bank does not exist to dethrone them from this position. 
They ^ pi®-!' ® humble role as ” collecting banks ”; not as 
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rivals but as “ feeders” endowing small people with moderate capital 
and train them to banking habits and prepare them tor business with 
more capitalist institutions to which they are likely to go as they 
become wealthy. They educate and train the people towards habits 
of thrift and draw money out of hoards. The final end and aim of 
the co-operative movement is *' the production of fine human beings 
and not the production of rich goods.” This is the philosophy of 
co-operative banking. While such are the idealistic aims of the true 
co-operators who are guiding the co-operative movement it would be 
interesting to note how far these ideas have been realised in our 
country. 


Economic BenefUs. 

Something has been done in reducing the rate of interest at which 
the agriculturist can borrow and the following table shows the rates 
of interest at which the agriculturist could borrow in the different 
provinces in 1926-1927 ; — 


Pravindal Bank. Central Bank. Primary Sodetiee. 


Name of the Province 

On borrow- On lend- 

On borrow- 

On lend- 

On borrow- 

On 


ing. 

ing. 

ing. 

ing. 

ing. . 

lending. 

Madras 



2 to 74 

7 to 84 

74 to 84 

OS to 10 

Bombay 

2-6^ 

64-8 

7-71 

8 

64 


Bengal 

. 3^7 

7-74 

2-9 

8-161 

n 

16-5-3 

Bihar and Orissa 

5-6 

7 

8 

124 

124 

15-5 8 

Punjab 

6 

7 

7 

9 

9 

14 

Burma 

7 

10 

9 

10 

10 

15 

C. P. and Berar... 

2-74 

7-8 

4-74 

9-12 ■ 

10 

12-16 

Assam 

4-7 

8-11 

6i-84 

11 


u. P. 

. No P.B. 

No O.B. 

7 

12 

12 

16 


(For r.lMMeth6AdmimBta,H<„rcpMls of the various prorinoes.) 


See Alfred Marshall's address at the Go-annrnKMi /inn... » 

cherished ideals can be realised if the tree spirirof antpeSm 
operation is the real basis of hnman action and real co.on!«r ” "“^entood. 
overwhelming sentiment permitting joint action cannot beasanredif 

.deaswh.ch seek torealise the common interests and thecomm»;l'j 
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The saving of interest in this direction is one tan^ble economic 
result arising out of the co-operative credit movement. The local 
rates of interest have everywhere been reduced as a result of com- 
petition between the money-lendtts and tbe co-operative societies. 
The habit of saving has been improved to a certain extent and tbe 
increase of share capital and the deposits speak eloquently of the 
impetus imparted to the people in the habit of saving. But the 
real reason why greater deposits in village societies are not 
forthcoming is the high rate of interest that can be secured by 
private money-lending. Even co-operators obtain loans from the 
credit society and redistribute the same in lucrative investments 
in the field of private money-lending for unproductive purposes. 

Another great advantage of the co-operative banks is that they 
attract deposits which are of “ lying character ” As Mr, N D. 
Beatson Bell points out “ the co-operative Banks have weathered 
tbe crisis when the greatest War in history began and they have 
weathered many a storm already and in spite of these trials the 
co-operative credit movement is going strong " The late Mr. J. M. 
Mitra says that “while withdrawals from F. 0. Savings banks were 
fairly large and although there was a run on the Indian Jt. St. 
banks there was hardly any rush on the co-operative banks ’for 
deposits and this means that the public has a good deal of confidence 
in the movement.” It is these banks that can best tackle the 
hoarding propensity of the agriculturists. The employment of 
systematic collectors or “home-booes” to tempt people to put money 
in them would lead to the formation of the deposit habit. These 
methods have been tried with success in America and adopted in 
Japan and are bound to succeed in our country also. The co-operative 
banks are already acting as compulsory savings agencies after tbe 
harvest time. This practice should be stimulated and when once 
the agriculturist is broken to thrift there is prosperity in store for him. 

Although the ratio of co-operative funds (capital, reserves and 
deposits) to the total working capital of the movement is steadily 
T Tim-aoBing it is not SO high as in the case of other countries.^® 


19 The Naogaon Ganja Cultivation Co-operative Society epent in 1926-36 Be 9.800 on 
tbtee medical dispensaries and one veterinary dispensary in addition to defraying 
the cost of buiidings, and Bs. 10,000 towards the cost of the primaiy and scoondaiy sohoois, 
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TahJe showing Jhe ratio {1985)- 
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.. 
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1 
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N on-economic Benefits. 


Besides these economic bene&ts of the co-operative movement 
the social, moral and educative eilects which can be reaped as bye- 
prodncis are very many. Mr. J. M Maifra says “ instances can be 
multiplied to indicate the indirect effects of the movement. How it 
promotes the social and moral improvement of the people, brings 
about reformation of bad characters, creates a desire for education, 
encourages the settlement of village disputes by , arbitration, dis- 
courages litigation, promotes a wider outlook on life and makes 
village life healthier in all its relations 1" An increasing sense of 
unity is prevailing in villages. The social effects are in no way 
negligible. Thanks to the provision of Section 34 of the C. S. Act 
of 1916 which forces registered societies to contribute about 10 per 


Bs. 4,000 on improving commanications and also gave a donation of Ba 6,000 to jihe N. Agri- 
cnltnnl Aagociataons. It also maintains night schools and girls’ iwlio nlBc ^ 
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cent, of the net profits arising out of their actual working after 
contributing to their reserve fund to any charitable purposes, the 
village education, sanitation, and medical relief are being attended to 
out of these funds. In the United Provinces the Co-operative 
Societies utilised this fund for looking after the sanitation of the 
villages. In Bombay the Famine Beserve Fund has been inaugu- 
rated. Though the nucleus of the fund was originally provided by 
private depositors yet it has received substantial increment out of 
the funds of the co-operative societies. Speaking of the utility of the 
co-operative society Mr. Wolff 2 ® says there has indeed never been a 
Midas-Like touch of this beneficent power nor so fruitful a generator 
of popular education, stimulating with the growth of worldly possess- 
ions, the tbrist for knowledge and the longing for higher treasures 
and knitting people together by a community of feeling into an en- 
larged family." 


Slow and steady wins the race. 

.While rural credit has made such rapid strides yet many of its 
votaries are not satisfied with this astonishing growth. Since Sir 
D. Hamilton pointed out the slowness of its growth other writers 
have been commenting on the selfsame features. Mr. Gr. £. Devadhar 
says "we have today 750,000 villages and the number of co-operative 
societies is a little over 62,000. Out of this 52,000 are purely 
agricultural societies.'® Their membership represents a little 
over 17 lakhs. If we take it that one member represents one 
family we have to multiply the 17 lakhs by 6.®® That shows that 
out of the present population so many in the agricultural areas 
are being served by tbe co-operative movement." ManuSubedar 


so See H. W. WoliF, Bnral Beconstractioo. 

Si A tacit lecQgnitioD of this led the French GoTerament to grant ten million francs 
forthereconstrnction of co-oporatiYe aocleties in the warraroged territories. In Germsny 
and Italy also many co-operative societiee were started immediately after the war. Ihis 
baa been dne to the desire to eliminate the profiteer. Financial assistance was also given m 
Italy to the Co-operative Sodetioa so that agriculture and indnsfey may rapidly recover 
from the ferment prodoced by tbe war. 

« For morn recent figoras see pare. 873 of tbe Boyal Commission on Agriculture. 

*3 Sesu^ara. 878 of the Royal Commission on Agrionltnre which comments on the ae- 
fects and thus indizeotly suggests remedies. 
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dmoheB the issue in an excellent manner when he remarks 
«I do not expect to see the cooperative movement embracing 
withm its fold even half the agneultunsta in this country in the next 
ten years I therefore see the need for other ameliorative measures 
which would secure the benefit of cheaper finance to agnculturists 
not yet influenced by the co-operative movement ” It has been 
pointed out that Rome was not built in a day and if it had been it 
would not have become “the eternal city ** What is required is 
caution, safety and endunng success Oo operation needs quality, 
moral and technical, and not mere quantity Better management of 
the existing primary societies oheckmg the evils of nnpunotuality 
in the payment of loans and the baneful practice of making book 
adjustments as taking benami loans, is far more important at 
the present stage than the mere giowth of many unstable so 
cieties 

Sir Daniel Hamilton says ** The country is still in the grip of 
the Mahajan " Mr Wolff pomts out, ** It is the bonds of debt 
which shackle agriculture It le usury, lankest, most extortionate, 
most merciless usury, which eats the marrow out of the bones of the 
ryots and condemns him to a life of penury and slavery in which not 
only is economic production hopeless but in which also energy and 
will become paralysed and man sinks down beaten into a state of 
rested fatalism from which hope is shnt out and in which life 
drags on wearily and unprofitably as if with no object in view 
Thera is no use denymg the fact It is plain to all eyes " These 
remarks are amply substantiated by a study of the problem of the 
agricultural indebtedness of this country The poverty problem is a 
wider one Although indebtedness is one cause for economic poveity 
}et its extension would not remove the basic reasons for the poverty 
of the individual character and social life of the agriculturist 


Extension to other fields of actmty 

To reahse greater benefits out of the co-operative movement the 
current of co operative activity must be advanced in other directions 


** Bee my monognph. The Pntme of oar Agnealtural laanetty, chapt^ bn Agncul 
total Co-operation and its Dificnltiea Pobluhed in the Welfare, Calcotta 

55 
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There should be simnltaneous advance in other branches of 
co-operation. Agricultural improvement by purchase and sale and 
co-operative insurance societies, the undertaking of contract work 
by the co-operative labour unions, building societies, rural recon- 
struction societies, industrial co-operation, consumers’ co-operation 
including the permanent labourers and lower classes of people 
in cities and many other forms of co-operative organisation are 
needed if economic relief is to be secured. Co-operation is 
undoubtedly the greatest instrument in the field of social reconstruction. 
With larger amount of capital, constructive skill, and forceful ability, a 
co-operative commonwealth can be created. India would have no need 
to experiment with the other alternatives to capitalistic organisa- 
tion such as communism, state socialism, syndicalism and joint control 
in industry. The co-operative movement is the most effective level to 
move the wheels of economic progress in this country. The co-operative 
movement does not encroach on the individual freedom of the co- 
operators as Bolshevism does nor does it need the driving force cf a 
dictator as Pascism requires in order to make it an effective instrument 
for solving the industrial and the economic problems of the conntiy. It 
is inherently superior to Bolshevism, Fascism, Individualism and 
Socialism. 
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CHAPTER XV 


The Extension of the Co operative Credit Movement 

While criticising efifectively the suggestion of the extension 
of the present-day type of the Co-operative Societies attention 
has been drawn to the necessity of making them realise the trne and 
right spirit of the co operative movement Real self-help, mntnal 
trust, neighbourly help and coiporate responsibility which are the 
fundamental featuies of true co-operation should pervade all actions from 
the procuring of credit down to the smallest hue of economic activity of 
our people The number and variety of lines of co-operative activity in 
the field of associated human action should increase "and the co-opera- 
tive credit movement itself should be planned on scientific lines so as 
to maximise the benefits and mmimise the human efforts needed to 
secure these advantages and enjoy an honourable livmg 

Times without number the author has pointed out the disadvan- 
tages of lack of specialisation m the field of credit But some Frovm 
cial Banking Committees and a few theorists advocate the combined 
working of the short-term and long-term loans on the part of the pre 
sent-day co operative credit societies Reference to existing conditions 
is usually cited as a justification for the recommendation The 
example of Germany and the theoretical possibility of segregating the 
two Imes into two distinct departments is also often quoted m support 
of their reasoning Whatever might be the compeUiug necessity to 
grant long-term loans for redeemmg mortgages or for making prodnc 
tive improvements on land, such an unwise combination of two different 
liTiftg of credit m one and the same hands is bad, illogical and danger 
ous * That two ledoubtably pernicious tendencies have resulted out of 
this attempt to dole out the twofold lines of credit by one and the 
same institution has to be understood in this connection Firstly, 
the tendency to demand long-term loans even for legitimate short term 
purposes has crept in The prevailing illiteracy is such that the nght 

^ See the Calrert Committee’s Report which odvocatea the entire s^arafaon of these 
two fealnreB of credit, viz . diort term and long term credit 
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me of credit at the right time to the right limit is not understood y 
the people. Secondly, the co-operative short-term credit is puey 
based on personal credit and personal security. When once the mort- 
gage of material security or assets is tolerated for securing long-term 
loans the personal element would bo lost or sacrificed to the mortgaged 
security. Mortgage credit should not be eaaly dispensed with. The 
title to land, its freedom from encumbrances, its exact value and its 
net income must be ascertained and this is no easy task. The finan- 
cial equipment needed to lend on mortgage business can scarcely be 
possessed by the present-day short-term co-operative banks. Und® a 
distinct land mortgage credit based on co-operative lines such principlea 
would not be forgotten and the moral value of the co-operative move- 


ment would not be lost. 

An examination of the latest annual Reports of the Co-operative 
Movement in the different Provindal Administration Reports reveals 
the piogress of the movement in the field of credit as well as non- 
credit activity. So far as credit activity is concerned the ^stem of 
voluntary deposits and savings deposits has been working satisfactorily 
in Bombay. The use of Home Safes, the attiacting of long-term depo- 
sits and other types of deposits are some of the salient features of the 
co-operative movement in Madras. The entire dependence on fixed 
deposits and the rejection of current deposits form the peculiar features 
of the co-operative movement in Bengal. Village societies of unlimit- 
ed liability with a share basis and dividends have done much to stabi- 
lise the financial condition of the co-operative society. A more prompt 
payment of the loans is being enforced than before. The monopolising 
of loans by members of Ranches is being controlled effectively. Delay 
in the making of loans is also being eliminated. An effort is being 
made to extend the current of co-operative activity in the direction of 
non-credit activities of the people and Bengal is once again in the 
forefront of economic activity. Much progress has been recorded in 
this direction in the field of milk distribution, the prevention of mala- 
ria in villages, and the settlement of middle-class families on land. 
Most of the primary societies do not fall under the category of hope- 
less. The number of aocrage and the good or model societies is on 
the increase while those that are usually classed " bad ” societies are 
on the decrease. There is, however, room for considerable^Fogress in 
this direction. The financing banks or the district co-operative banks 
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known as Central Banks are tending to provide the needed capital and 
have often in the past interfered too much with the administrative 
details of the primary societies. Their anxiety to secure the safe 
return of their capital literally forced them to divide this authority with 
the Government officials, the unions and other bodies of the primary 
societies. In most cases it has tended to stifle the genius and true 
spirit of co-operation and has made the primary units mere branches of 
the financing banks. The banking unions, the supervising unions and 
the guaranteeing unions have all been initiated to*remove this danger 
and to run the primary societies on proper lines. But what is wanted 
is that the office-bearers should be held directly responsible for their 
action. Deregistration is too drastic a remedy and would lead to the 
punishment of the good members. The Central Banks besides provid- 
ing the capital tend to act as the balancing mechanism of the funds of 
the primary societies. Highly valuable as the ceaseless training 
ground 2 for the village societies’ directors in the field of finance they 
are destined to play an important part in fusing an organic touch 
between the primary societies and the wider money market of the 
country. In addition to this they can initiate new lines of co-operative 
activity on behalf of the member societies, supervise and control their 
activities by their eternal vigilance, although the Government auditing 
and inspecting stall or the honorary workers of the supervising Fede- 
ration are supposed to be doing the same. Provided with more fluid 
reser%m3 the co-operative banks can easily finance the short-term 
financial requirements of the primaries. 3 Accepting deposits at high 
interest rates and investing these excessive funds has very often led to 
over-financing. The principle of surcharge would tend to make the 
Managing Committee of banks alive to their real responsibility. 

• 2 It can bo stated that businesslike dealings exist here alone. Their paid Secretaries, 

(he careful manner of handling cash resources, the exacting of securities from people handling 
(he bank’scash are instances of wise and efficient management and the primaries can learn 
this aspect much to their advantage. But the financial responsibility is theirs and it should 

never be neglected. j ,, r 

3 Departmental Reserves would be an advantage. Dependence on the overdrafts of the 

Imperial Bank for the formation and augmentation of the fluid resources is bad and ought to 
be removed at the earliest stage. 1 1 is not prudence to count on these unstable funds as part 
of their fluid resources. The present practice of counting upon the Imperial Bank for supp y 
ing 76 p6r cent, of tbeir fluid rGSOurcds is bad. 
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To complete the financial structore the apex provincial co opera 
hve bank has been created to act for the District Banks much in the 

same manner as the Distnct Central Bank does for the pnmary Bocie 

ties A close nexus has not been established between this organised 
provmoial co-operative finance and the short-term money market 
High money rates might be prevailing in the short-term money market 
but the extra deposits of the financiaUy strong provincial apex banks 
are not transferred to mitigate the tightness Investing in Govern 
ment Securities or depositmg in commercial bank * oi lending them 
to other Apex Provincial Go operative Banks are the present day 
features Paucity of funds is remedied by depending on the 
Imperial Bank which grants cash credits and other joinUtock 
banks who are now discounting the co operative paper rather 
freely 

The starting of a Central Bank of Issue with regional branches 
wonld simplify this matter Co operative surplus money can be made 
available to trade and commeice and vtce-^ersa Fluidity of capital 
which IS now at present secured by holding excessive Government 
investments can be secured out of this arrangement The mam duty of 
the Central Bank then is to link and co ordinate the co operative short- 
term rural finance with the short term money markets of the different 
financial centres The starting of an All India Co-operative Apex 
Bank wonld tend to defeat this laudable endeavour It might fend 
to perpetuate the present aloofness of co-operative finance from the 
general financial machinery of the country An alliance with the 
outside financial sources is absolutely indispensable for the co-operative 
movement at its present stage 

Now that the co-operative land mortgage banks have become an 
accomplished fact the retrograde measure of fusing short term finance 


* In Beagsl time is As lending of these deposits to trade and comineice and inTeetiag 
in Government Beonnties. Aa the deposits moreese at the tuns wlien there u monetai; 
Btnngenoy m the market th^ can be placed safely b® short-tpnn deposits in mmT>.aT«.j n? banks 
This method of treatang snperflnons mon^ is better than lending to building societies and 
other forms of «H®eiattve activities needmg long term leans to finance their schnties The 

beet remedy for snrplue co operative fasda in the hands of the Apex Provmeiar Co- 
c^tive Bmte is to atunnlate agncnltnral aotiTity by granting liberal loans to 
Dista^ Central Banks and help the process of orderly marketing on tbs part of ti» 
&ffnoQliiDn8tB ^ ^ 
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With long-term finance abonld not be recommended by the Ceatnl 
Banking Commiltee.s As it is possible that tenants possessing no 
mortgageable right in land they cultivate, reqaire capital for hag- 
term purposes, the joint-stock land mortgage banks for tliesecan 
also be started on the material secnrities they might hold and as these 
would generally be of limited hability character, for the same member 
cannot hope to be a member of two unlimited co-operative credit 
societies, the guarantee or surety of another member not indebted 
beyond bis means can be taken as the basis for the loan to be granted 
to the principal borrower from this type of joint-stock Land Iklort- 
gage Banks.® The co-operative land mortgage banks intended for 
landlords, can indeed be of use only when these tend to cultivate the 
land. Bren the societies of these owner-cultivators can be materially 
helped by the initiation of Begisfration of title to land as in the case 
of the Torrens Title Australia. With a further simplifiDation of 
the legal formalities involved in the transfer of immoveable property 
the possibility of conducting these land mortgage banks without a 
hitch can be easily realised. In the early days when the invest- 
ment habit will not be created the declaration of the land 
mortgage bond which would be floated by the federated 
Provincial Land hfortgage Bank as a trustee security and perhaps 
also the State guaranteeing of interest and principal would also be 
of signal advantage. The matter of repayment spread over a 
long period as 20 to 20 years and equal instalments being paid along 
with interest annually and k or 1% more for the formation oi a 
Sinking Fund which might be reinvested within the movement wonld 
facilitate the member borrower’s loans from the primary society itself 
which would collectively be responsible for the loan amount to the 
district Central Land Mortgage Bank and this would in turn be 
responsible to the Provincial Apes Land Mortgage Bank, which has 


s Since tbesB lines haw been written the C. B. Committee has xewmmenaed the entire 
Bepnrationof the two liaesof credit. 

‘ « Mr. Mann Snbedar dewlops this ides tnrlber and says that indigenons banlew cs 

sctasgMT^^^ e^sMng the procedure ol secntiog » loan and the iroy » wliich the 
Provincial Apes Doan Mortgage Bank wonld w«k wonW simplify mattero. 
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toworkinco-operatioD® mth the existing short-term coK»perative 
machine, the agricultural and the industrial departments of the 

J 157 ith an all-round improvement in the educational environment and. 
the social surroundings of the village the success of the movement would 
be facilitated and just as the short-term co-operative machinery has been 
initiated, protected, controlled and financed, at least in the initial stages, 
which still continues in a modified degree to the present day in 
some of the provinces, the state-aid has to facilitate this movement 
for without the repaying of the present oppressive long-term indebted- 
ness and the securing of further capital for financing the needed 
long-term improvement on land, which can afford to yield their 
revenue only in driblets spread over a long period, no lasting benefit 
can accrue out of the short-term co-operative financing machinery 
alone. If the much-talked of routing of the mahajan or soiocar is to 
be an accomplished fact, both these societies should pool their resources, 
activities, organising capacities and solve the indebtedness problem of 
the ryot. The wiping out of the existing indebtedness by Debt 
Conciliation Schemes has to be pushed through at the same time. 

If the non-official bodies existing for propaganda work, consoli- 
dation busmess and extension of the current of co-operative activity 
into other lines are working in co-operation with the official machinery, 
whose business is to cautiously relax its grip in proportion to the 
real activity, enthusiasm and encouragement of the non-official workers 
the success of the movement is certain and rural regeneration would 
become an accomplished fact only then. Less officialism, more com- 
petent non-officialism, more propaganda work, more activity in the 
non-credit sides of co-operative agricultural activities, more permanent 
capital attracted as deposits, wider spread of higher banldng knowledge 
imparting financial skill and the necessity for prompt repayment, the 
formation of a great reserve fund, the absence of the spirit of profit- 
hunting and tendency to commercialise co-operation, greater real 


* This would bdp the ea^ flow of funds from the ehott-term to the long-term credit 
inetitotionB as the exigenidee of the eituation demand endi transfer. Aeain it nn-u 
enable the Land Mortgage Bank to know the nses to which the bormTn;i 
money has been put to. It would be preferable for the Land Morlgage Bank to i>i«w 
the diaburaement itself on behalf of the borrower instead of lending the sum .direct to the 

POZXDtraES. ®““ 
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honesty and more smcere earnestness would enable these people to 
htcldelbe many-sided problems facing them m actual hfe This u 
how the Hadaspnr Go operative credit society has been able to 
moiphose village life withm a short penod of 20 years The success 
Of the Society is undoubtedly due to the reahsation of the cardmal 
fact that adequate and prompt finance would be useless without proper 
and productite use of the same under direct supervision and intelli 
gent imtiation and prolonged guidance of sympathetic and trained 
non-officials or honorary organisers who realise and possess a high 
sense of civic conscience The populansmg of the credit msirumenfs 
fitfch as Cheques and bills would solve the currency problem to a great 
extent 

To day India is a country of small farmers, often illiterate, self- 
contamed routme men with almost a proverbial feehng of lealousy 
towards ohe another A pohcy of co operation amongst such men is 
piirticulaTly difficult to achieve But time and education alone would 
prove thmr saviours and regulate their pace and activity in the right 
directions so that the future citizens of India might be born, 
bred and brought up in co-operative democxatic institufions 
alone 
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The Need foe BANKOia EbfobM. 

proper rural OTaSt orgam-, 

BBtion-riaok of awttdinatioa between the two gwnps of the money market— I«ok of^ 
properly oontaot between co-operative banks and the monpy market-Jlo properly 

organised investment market-Olo real problems before out banking aystenb-Bhort akettb 

of re-organisation. 


The Existing Banks and their shortcomings. 

The ftyinting lodian joint-stock banks can be divided into three 
classes, i.e., the Imperial Bank with its close relation with the Heserve 
Bank, the immigrant banks and the local joint-stock banks. The ' 
Imperial Bank finances the internal trade to a great extent by discount- 
ing hundis and a few commercial bills that are dravyn in connection 
with external trade. The immigrant banks develop Indian trade < 
with their own countries and naturally assist their own countrymen 
engaged in the economic development of our resources.. It is only 
with their surplus funds that they give help to Indian-managed 
industries carried on, on a large scale. The bigger local joint-stook^, 
banks imitate the Imperial Bank of India and conduct commercial 
banking. Some of the smaller Indian joint-stock banks lend money 
on morligage of Zemindaiy properties in preference to industrial 
securities. Some of the loan offices in Bengal lend to the Zemindars - 
on the security of immovable landed property, ^ on houses, jewellery 
and goods. The private merchant banks conduct “mixed “ 

business. There is no qiecialisation of discounting functions or 
acceptance bunness on their part. They have not reorganised t he ir 
business and developed into modem bankers.* They have not 

> The Boogpotu Loan Office, Limited, which was started in 1894 now owns a bis 
Zemindaiy estate. 

f roveral of the old metohant bankers developed sucoesafnl banks. Many 

the leading modem banks m Japan such as the Mimi and Rmohs are directly descended ' 
from tbe dd meiebant bankers. 
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imitated the practice of private bankers of other coontries who pub- 
lish balance-sheets in order to inspire oonddence in the minds of the 
depoBitoiB. They have not entered into private partnerdiip with 
joint-stock banks on the well-known “Commanditen” principles which 
are followed in Qermany.s Bat the financing of internal trade is 
largely in their hands and it is a matter of great donbt whether a 
Central Bank for India can really control the credit sitaation when 
these private bankers do not form a part of .the recognised credit 
structure. 

Lack of close-knit Organisation. 

The existing banking system needs thorough reform. There is 
hardly a banking system worth its name. The several component banks 
do not remember their close affinity of relations and extend mutual help 
and sympathy. They do not understand the duty of a bank. A modem 
bank owes responsibility not only to its depositors alone but also to all 
other banks and to the whole community. A system of banks can be 
aptly compared to a crowded city consisting of wooden houses and a fire 
breaking out in one house soon spreads to several others and soon 
becomes a devastating conflagration. There is no use of each bank 
taking precautions for itself. Unless the general standard of pre- 
caution is high the banking sgatem as a whole will not be a sound 
one. India does not possess a close-knit banking organisation as in 
the case of G-ermany, Japan, France, or the United States of America. 
This absence of thirst for system or wholeness or close-knit arganisa- 
tion is chiefly due to the tendency of the Indian banks to do busineBB 
each for itself." The Imperial Bank, the Exchange Banks and 
the Indian joint-stock banks and the indigenous bankers work 
severally and not collectively. There is lack of co-operation between 
the ordinary commercial banks and the Exchange Banks. The 
Exchange Banks have always striven hard to protect thra buwness 
from competition from the Imperial Bank or other Indian joint-stbck 

S The Dawwiader and National Bank is organised on these lines and ttie private bsuKen 
not only stake their personal fortunes tmt olosely supervise the xroA of the bank along ^th 
the directors elected by the sbniebolders of the bank. Their special knowledge of tenMn^g 
is thus enrolled on the side of the bank and about 20% of the prodte after paying the 
maiinium initial dividend to the shareholders is nsuaUy given to them as return for theu 
oaptal and eetvilbes. Bee Dr.^J. Bedsser, " The Gtoasbanken." 
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B i. »«nHy B... . OeBW 
■.■yni,«J With tha View Of oEmtaeting the weataeesee of the SeoeBtro- 
Used system of banking. 


Poor imitation 0/ the English Banking System. 

The Indian joint-stock banks copy the tendency of the English 
banks which justify their existence solely on the ground of profits. 
They aim at becoming commercial bankers having very little connection 
with industrial finance. It is indeed true that shoit-term loans are 
granted to industries but they can never hope to sacrifice the principle 
of safety and liquidity of assets which commercial banks have always 
to keep in view. But commercial banks alone will not create the 
needed credit for our agricultural and nascent manufacturing indus- 
tries. That the Indian joint-stock banks have borrowed, copied and 
translated the chief features of the English banks is an undisputed 
fact. They have copied the tendency of the English banks having 
huge authorised capital, a part of which is subscribed and out of 
which very little is paid at the beginning. Like the English banks 
they *wisb to trade largely on oredit. Tlio Government of India has 
followed the British Government in its laissez-faire policy in the 
matter of banking business. Imitation for imitation's sake has 
produced unworthy specimens. The superficial elements alone have 
been copied while the really vita] and progressive features of English 
banking have not been engrafted on our system. Branch banking, 
bankers’ associations,^ financial houses, bankers’ institutes and 
guilds have not been created on the English model. The recently 
created Eeserve Bank does not possess the traditional glory, respect 
and power enjoyed by the Old Lady of the Threadneedle Street in the 
Ijondon money market. There is a noteworthy absence of control 
mther by the Government or by a Bankers’ Association. 


, m BritiA Bankers' Aesocistion la which » merged the Baglish Oonnly Beakers 
Bsometion wM started in 1919 to look alter epeeiat qnettions affectiog banka. The British 
Brittsh banks having e London office. This 
^ SJtalf f n ; Bankers 

formed mainly to faoihtoto the diecneelon of 

matters of common mterest to bankers. See chapter on Bonking Organiaation. 
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Again a part of the financial system alone has been imitated. 
The Indian banks are merely pursuing commercial banking. In 
England besides commercial banks there are trustworthy promoters, 
capable underwriters and issuing houses so that industrial companies 
derive invaluable aid from thein. The following are some of the 
important private bankers, issuing and acceptance houses which 
have registered as “ limited private companies.” 


Name. 

1 Date of Begiatiation 

Issaed capital 



£ 

Hazard Bros, and Go., Ltd. 

1919 

8,376,000 

Matheson and Go. 

1908 

200,000 

Murrieta and Co. 

1915 

25.5_66 

B. Newgasa and Co. 

1911 

500,000 

M. Samuel and Co. 

1920 

1,200,000 • 


Some of the merdiant bankers, acceptance, discount or' issuing 
companies which are not pure-partnerships are also unlimited privatp 
companies. Among them the most important are the following 

Arbuthnot Latham and Go. Charles, Hoare and Go. 

Bobert Benson and Co. Pederiok Huth and Co 


B. W. Blydenstein and Co. A. Keeper and Co. 

Brown Shipley and Co. Samuel Montague and Co. 


Child and Go. 

Bunn Fisher and Co. 
Bent, Palmer and Co. 
Bobert Fleming and Co. 
Higginson and Go. 


Morgan Greenfell and Co. 
Sale and Co. 

Newman Luebick and Co. 

J. Henry Sehroeder and Co. 
Sparling and Co. 

Thompson T. Bonar and Co. 



»n 


the kbbd for banking reform 

In addition to the above there are the following partnership firms 
London, conducting discount, acceptance or issue business: 


Messes. Drummond 
Anthony Qibbs and Sons 
Oosobon and Gunliffe 
Isaac and Samuel 
Knowles and Foster 
Stem Bros. 


King Bros. 

B Bapbael and Sons 
A. Beefier and Sons 
K. M. Bothschild and Sons 
Seligman Bros 
Speya Bros. 


In the absence of such specialising concerns it is but natural that 
the Indian indnstriahsts would look forward to their banks for tiiis 
kind of business also. India made an unwise choice in selecting the 
English banking system as her prototype. The economic progress of 
Japan is solely due to her selecting the salient featnres of nearly every 
banking system in the world and engrafting them on her own bankirtg 
conditions. The specialiinng tendency visible in the English bank- 
ing system is noticeable in Japan. It has imitated the model of the 
French mortgage banks. It has copied, though to a limited extent, 
the usefnl branch bank system. It has borrowed the continental 
aystem of close relationship between small banks and the central 
bank of the country. It has encouraged the co-operative credit 
societies. As jn the United States of America there is stringent 
banking legislation binding the ordinaiy commercial banks. ^ It 
committed the mistake of imitating the T7. 8. A. national banking 
system but it soon retraced its steps and started an integrated banking 
system with the Imperial Bank of Japan as the crowning head of 
the banking edifice. The whole credit system waa thoroughly organised 


* See *• Banking Rrfotmin Jnpan, 1927 ’’-Bonkeni’ Mogazine, London, Meicli, 1928. 
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by banking esiperts borrowed from foreign countries ® State help 
and control ’’ enabled the banking system to work tolerably well 

Many of the higger and successful banks operating m this 
country are managed by foreigners who come only into contact with 

“ a few of the anstocracy.” Petty traders and small handicraft 
industnalists do not receive much help from them So they have to 
pay high rates of interest for any accommodation they may get from 
the private bankers or the public and sometimes thnvmg mdustnes 
suffer from insufBciency of capital or a newly created industnsl 
company locks up the whole of the share capital in fixed assets and 
even to commence its operations it is handicapped to a large extent 
by lack of outside help from hankers specialising m industnal finaw/.^ 
Besides there is a total lack of co-ordmation between domestic and 
foreign finance 

The financial orgamsation of rural trade and credit is not properly 
designed The existing banks do not care to change the present 
methods of rural credit It is growing more evident day by day that the 
present insufficiency and waste involved in our export trade busmess 
should be rectified as early as possible Our export trade is left to 
the mercy of funds outside the country As in " Capital poor *’ 
countries our export trade is financed by the importing country to a 
great extent Most of the big export and import houses are in the 
hands of foreigners who employ their agents to collect the produce 
from the interior and send it to the port centres whence they are 
shipped at them own nsk and cost The agents sometimes necessanly 
finance the cultivators from the beginning and the crop is practically 
hypothecated to them This system of financing our internal trade for 
exportation purposes hy capitalist exploiters is not to our best national 
interests The chief harmful result of this process is that the 

8 See Wtj article ' The Japanese Banking Svalem and its Lessons —The Joninal of 
letters Caloalta University, Vol XXV 

I Taking the recent banking cnsis in Japan in the Spr ng of 1937 the State had to 
empower the Imperial Bank of Japan to advance loans to the Bank of Taiwan up to 200 000 OOO 
yon and a greater som of 600 000 000 yon to help the other banks To solve the pmblem 
of smaller banks a new bankcaUed the Bhowa Bank was organised with the help of the 
Bigger Tokyo Banka and in the problem of financial adjnstment the Japanese stale to* a 
prominent part It has been encouraging the problem of amalgamation of the smi^er 
banks It has strengthened the staff of the Bank Ihspeclors to enforce a rigorons application 
of banking law Asflie indnstnal and financial situations are both healthy the task of 
restonng order could lie accomplished easSy 
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capitalist merchant hOQBeB are exploiting our agriculture 

interestB The export of rice and wheat is inereaBing while their 
prodaotion is not on the increase at ah when compared with the 
growth of population on the other aide Cotton and jute cultivation 
18 increasing while food production la not progressing satisfactorily 
The production of commercial non food crops for export purposes is 
chiefly due to the influence of cash advances of the foreign capitalist 
merchant houses Thus out economic prosperity is mainly dependent 
on the foreign firms The real producers get unduly low prices and 
the necessity to make cash payments of land revenue, rent or interest 
forces them to sell when the market is practically glutted A change 

15 needed on the marketing side and this cannot be accompbshed 
mtboat adequate financial support Even m the matter of non-e^iart 
crops the capitaliBt>money-lending traders who combine banking busi- 
ness also, finance these cultivators and advances are granted before 
the time of sowing These traders are the sowcars or money-lenders 
to the cultivators These undertake to finance the import trade in 
such articles as piece goods from the port to the up-coontry trading or 
distnbutmg centres.^ This inegmtabie system of exploiting agncnltnro 
and rural cottage industries either m the interest of foreign exploiters 
or capitalist money-lenders should be given up The introduction of the 
co-operative credit movement coupled with sale and purchase societies 
will go a long way m remedying this state of affairs The question of 
removmg this rapacious middleman requires patient tackling fw a 
long time Proper and organised co operative banking must play the 
chief part in the financing of inteinal transactions At present fcbeie 

16 too great a siram on the capitalist merchants whose hnndis are 
discounted by the indigenons bankers and their rates of interest and 
discount are high and unless these form a part and parcel of the 
organised bankmg ^stem this strain would not be relieved Very 
often there is a considerable » spread " between the rates quoted by 


Affel whioli mon^y leaders eborge la the 

The Central Baakwg Bngniry Committee s Report gives followrag fignres, 188 ^ 
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the Imperial Bank and the indigenous bankers. This points out the 
necessity of securing complete co-ordination between the two groups. 
Our Beserve Bank alone can succeed in co-ordinating the banking 
activities of the nation and in securing such control over the credit 
policy of the other banks as is enjoyed by the Bank of England m the 
United Kingdom. 

The powerful immigrant banks whose sole business is the finanniTig 
of our international trade display no desire to take part in the 
economic re organisation of our country.^ They have no ambitious 
national programme for India’s economic uplift. These banks remain 
distinctively foreign much the same as they were at the start. Itis often 
stated that they are very willing to help their own countrymen and 
finance the European business firms and “ agency firms " and 


PiovinceB. 

Bates charged to enltlTatora 
b; priinaiy societies, 
per cent. 

Bates paid to Central Banks 
on loans, 
per cent. 

Ajmera-Merwara 

9 to 12 

6 to 9 

Assam 

15 g to 18 1 

11 

Bengal 

to 15 1 

9gtol2^ 

Bihar and Orissa 

12^ to 15 1 

10|tol2^ 

Bombay 

9 f to 12^ 

6lo8 

Central Provinces 

12 

9 to 10 

Burma 

15 

10 

Madras 


7^to8 

Delhi 


8to9 

N. WeF. P. 


8 

Punjab 

9|tol2^ 

StoO 

United Provinces 

15 

12 


. F« . fcWtei «»»«• oi a.* >"* 

Buch as cotton and jnle mills, tea garden and coal mine»-see tlie 
Beport, p. 9/ 
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no not mzio™ to the tooomto of omiJl rad now fltmo otortod 
by tbe Indtan pooplo.'" An Indian fimi trading midor » Enryto 
doEigoationiamorefortanateinobtMning accommodation from thcto 

banks. » They have never cared to refute any of these ontioisms. 
These are some of the drawbacks of the existing powerful banks. On 
the other band, it must also be recognised that the Indian-managed 
companies often fail to exhibit their financial position in a business- 
like to convince the European manager as to the safety of 

inanq granted to them.^’ 


Although the co-operative movement has already become an 
important wheel in the financial machinery of the country yet its 
importance has not been sufficiently realised by the Government or the 
other members of the money market. As the deposits of these banks 
are increasing and as they have to hold gilt-edged securities against 
them, the Finance Minister (as he would be styled in the days of 
Federation) should realise that there is an expanding market which 
will enable the Government to obtain more finance for productive works 
in the coming future. The Finance Minister i^ould count on these 
immense potentialities instead of relying on the unstable deposits of 
the savings banks. An attempt should be made to fit in these Co- 
operative banks into the financial machinery of the country so that 
their seasoned glut of surplus funds might be unloaded on the money 
market. The surplus funds of the money market during the summer 
season might be safely lent through the Provincial Co-operative Apex 
banks to finance the agriculturists just at the time when -they require 
it. The present system of water-tight compartments of rural, 
goverxunent and commercial finance is essentially backward and is a 


“ See the Evidence of R. L. Sotaria befote the Lidiaa Indnatiial Oommierion, Vd IV. 
p. 891. 

“ BeeMT.MannBnbedar’e evidence before the BirH.B. Smith Committee. Bee also 
the evidence of Mr. D. P. Ehaitan befote the Indian Fiscal OomauBaion. Mr. T. C. Goawami 
lepwta this same point and avjt that the Imperial Bank while extending credit does not treat 
todianeinthoaamewaythatitdoes its Bonpean anstomere. See the Beport of External 
Capital Oommittee, Minute of Bieient, p. 24. 

» The Indian Obamber of Oommeiee gneetioned the P. and 0. Banking Corporation aa 
m^de Its practice of refnsing to lend on Life laeorance Polioiee of eonnd Indian-managed 
late InenrancB Companies. Bnb no reply wai given to the Obamber. 

« See my evidence before tlw 0. B, Enquiry Committee. 
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barbarous relic of the older times that should be swept away at the 
earliest opportunity. The first step in the re-organisation of fbe 
financial machinery of our country has been achieved by assimilating 
government finance with the commercial financing agency and what 
is required at present is to forge a strong, desirable and lasting 
link between the three systems so that equilibrium of monetary demand 
and supply can be achieved with comparative ease. Increasing use of 
notes, cheques and bills of exchange can be brought about by the 
co-operative banks as the landlord and the sowcar begin to deposit 
their savings in them. 

There is no organised investment market in the country. Both 
short-term and long-term investment securities should be saleable in 
properly organised stock exchanges and cash obtained by the holder. 
It is undoubtedly true that fluctuations in the value of long-term 
investment would be within greater limits than in the case of the 
short-term security. The investment market is only a part of the 
capital market and its indebtedness to the bank is apparent. Without 
an organised capital market it is not possible to think of an organised 
investment market within the country and investment banking cannot 
succeed unless our capital resources are thoroughly mobilised by the 
commercial banks and investment trusts. In the absence of sncb an 
investment market industrial companies find it difficult to obtain loans. 
Industrial investment practically comes up to locking up of money at 
present. Our stock exchanges do not facilitate the quotation of a new 
company’s share unless the promoters are .well-known. The stock 
exchange brokers have a few favourite scrips and any amount of skilful 
manipulation in their value is done in accordance with the bull or bear 
tendency of the times. Similar speculative tendencies exist in the 
produce markets such as jute and hessian. 


' Beal problems before the banking system. 

It is indeed high time that our banking system should be 
organised on a healthy basis giving scope for the proper mobilisation 
of our monetary resources. The healthy development of our trade, the 
careful proipotion of our industries, the mobilising of scattered savings 
of the lower classes, the shattering of the dominance of the vast array 



of groody mooey-Iender., a vriae Mooomy of preoioiis mo^ and tte 
real iooreaBe of ont national woalth-these are the real problems that a 
soundly organised banking system has to solve by promoting savings and 
providing savings and investment facffities and promoting the habits of 
thrift and by assisting the economic progress of the country.^* 

The present banking system should be thoroughly overhauled and 
reorganised on an improved basis. The non-existing matMials should 
be created. The exceptional position, unrivalled organisation and vast 
knowledge of the Imperial Bank should be utilised to work as the 
initiator of banking facilities in this country. This is far more im- 
portant than the other suggestion that it should be made to serve as a 
World Bank or the most important Indian Exchange Bank. The 
newly created Reserve Bank has to perfect the currency and credit 
organisation of the country and work in dose association with British 
bankers and assure them that India will be able to participate in any 
scheme of Empire banking that may be inaugurated in the near 
future. Agricultural and industrial credit for short period as well as 
long-term purposes should be created by new banks specially designed 
for such purposes. Just as the co-operative credit movement is 
borrowed from Germany, the German feature of close relationship 
between industry, finance and transportation is also worth imitation.^ ° 
Indian economic development cannot be fostered unless there is a close 
alliance between banks and industries as in the case of Germany or 
Japan or modern Italy. Either new industrial banks having nothing 
to do with short-dated deposits should arise or the axi stipg banks should 
take up industrial financing under proper safeguards. Eull facilities 
for long-term investments should be created. Competition for deposits 


A leading English Banker echoes the same opinion befare the Bjiton-Tonng 
Commission where ho says that “ the development of banking in Badia is important from the 
pmnf of view of onrnney, as coonterpoise to hoarding, as incentive to economy in the nse of 
enrreney, as stimnins to private saving and investment in interest-bearing neonrities yprif afl 
of gold." SeoTol. V,p.2Bl. 

“ The present method of divided eontrol of Indian finances— partly in India and partly 
in Whilehsll-hastolmgivannp. The eontrol over Indian finances should be vested solely 
in the hands of the Finance Member or Minister of the Government of TtiJi. 

“ The German banks do not aim solely at profit but consider the develr^ment of their 
industries as an important duty. One German director giving evidence before the Anii.rii»ft P 
National Monetary Commbsion says that the “one difference between the small hmil fs of 
England and Germany is that in England the primary purpose of the banks 'seems to be to 
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can be checked by following the salutary practice of linking the deposit 
rate with the bank rate of the Central Bank and keeping it 2% below 
it and raising or lowering it in conformity with the bank rate. The 
adoption of the banks' acceptance and establishment of a discount 
market are essential. The Government should see that there is no 
abuse of the word ‘ bank ’ as in the past and by restraining legislation 
smooth the progress of the banks. A close nexus has to be established 
between the organised money-markets and the bazaar or the indigenous 
system under the leadership of the shroffs. An attempt should be 
made to profit from the experience of the continental countries by 
copying all their deserving features. The English banking model is 
not the best model nor is it suitable to our present needs. Dr. Alfred 
hlarshall, the leading English economist, was quite correct when he 
wrote that ** Englands' was the worst currency model that India could 
imitate." Even in the matter of banking business we should realise 
that our salvation lies in selecting the salient features of all banking 
systems and adopt them to suit our own special circumstances. 
Bankers in other countries have accumulated a great deal of experience 
and by a close study and comparison of their features India woold be 
in a position to select the most suitable ones. The way in which this 
has to be done is suggested in the following chapters entitled banking 
resources, banking management, banking organisation and banking 
legislation. However ramified the banking system would be it would 
take several years for it to serve as an agency of real potentiality to 
the country. Progress would necessarily be slow. 


aeenre large Aarnin ga for their sbateholdeia, in Genoany onr banks are largely lesponrible 
for the develj^ment of the Empire and Iibto bnflt np its industries.” It is a matter of 
gratification to note that Oie foreign banking experts have recommended fibs same suggestion. 
The recent Companies’ Act of 1936 permits the Indisn banks to pursue these diverse functions. 
» Seo Dr. A. Marshall, Answer 11766.-1899 Committee on Indian Cunenqr. 



CHAPTER XVH 
Baneing Bbsoijboes 


Hatiiring resoDices and economio progrefla— More working oapitBl to increase the e^omio 
eqnipmentof the nation— The inadeqnacy of the present working capital— How to increase 
the deposits ?-Unifonn policy towards deposits-^ender graiuitottt senicei rather than pay 
e«rr«if flcWMiBfs even— The hoarding habit— Its origin— Potin of hoards, aize and rdative 
magnitade-Canses for the hoarding tendency— Social oanses— Economic canses- Bemediea 
—Pew thooghtless remedies— Ooncluaion. 


Agiicaltnral, industrial and commercial progress is dependent on 
banking resources. They march with banking and the banking habit 
with them. It is essential therefore to secure proper banking facilities 
which ace ample for her threefold requirements. A slow and steady 
policy in the matter of increasing the banking resources will assure 
the future of the banking ^stem itself. 

ikfore Working Capital . — ^The first striking feature of the Indian 
money market is that banking facilities are inadequate, inelastic, 
insufficient and ill-distributed to meet the constantly expanding 
needs and requirements of the country.^ A proper geographical 
distribution of banks and their branches has to be secured under 
the aegis of the G. B. Bank.^ The fluctuating bank rate of the 
Imperial Bank has almost become an integral part of her banking 
^stem and though it has appreciably lowered the average bank rate 
to five and half per cent, the relatively low and steady bank rate which 
all progressive countries of the world try to maintain and rowg ider its 
raising as an unavoidable necessity due to acute stringency has 
not been realised. It is only two years since the Reserve Bank has 
been maintaining a low and steady bank rate of 3 per cent. 

^ See next page for the table. 

* SeemyLectnze '* Some Bogrettablo Omieeioiis of the B. Bank Act and their Conae- 
qpences," Maenlipatam, The H|ndn, 82nd Noyembor, 1034. • 



Name of the 
country. 

Year. 

Total 
No. of 
Banking 

Banking Banking 
ofSces Capital 
per million an,l 

Total 

Bank 



OfiScea. 

of popn. 

Beserve. 

Deposits. 





Bs. 

Bs. 





(Orores) 

(Croes) 

India 

1080 

882 

2*5 

25-45 

227*66 

The U. Kingdom 

1982 

12.557 

278 

316*5 

3,226*6 

The U. S. A. 

1981 

22,071 

179 

8540*6 

18,787*7 

Canada 

1931 

4.170 

417 

118*7 

886 

Krance 

1929 

2,061 

49 

48*9 

610-6 

Germany 

1928 

2,166 

83 

212-8 

1,084-8 

■Japan 

1929 

6,620 

108 

357-8 

1,407*6 


Deposits Total 
^ pop Savings 
Capital. Deposits. 


Other 
classes of 
savings 
deposits. 


Savings 
par head 
of popn. 


Exchange Bate. 


6*4 

37*02 

698 

385*7 

1,128 

96*4 

804 

6*86 

-122 

848-9 

167 

... 

215 

846-9 


76-4 21 

1,282*0 266*8 

6,677*8 548*7 

34 1 82*8 

628*1 125-1 

168 4 

681-6 88-9 


£1 = 

Bs. 18*8 

$ « Bs. 2*74. 

$ = Bs. 2*74. 

1929 Pr. 0*70 
1981 Fr. 0*115 

Bm. = 0-684 Es. 

Yen. = 1-87 Ee. 
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banking resources 

Financial facilities are an important assideratum at the present 

time in this country because a new era is setting m Capital is 
required for the financing of new railways, developing forest and 
mineral wealth and constructing public works of a reproductive 
character The following table shows the increasing number 
of trading or industrial joint stock companies started in this 
country 


Companies 

No 

1908 01 
Pud up 
upital 

No 

1918-14 
Paid up 
capital 

No 

igss-lid 
Paid ap 
capital 



£ 


£ 


£ 

Jhsunmoe 

19 

no 

213 

306 

63 

2,113 

Navigation and general 
transport 

29 

2.303 

65 

5.540 

216 

14,703 

General trading companies 

288 

2,906 

826 

2.187 

1,959 

51,280 

Tea and planting coni' 
panies 

loO 

2,433 

230 

8,037 

-*53 

16,840 

Coal, gold and mining 
companies 

74 

1,759 

215 

7,871 

854 

27,424 

Textile mills & presses 

805 

11,885 

405 

17,955 

487 

46,138 

Flour & sugar mills 

29 

422 

555 

987 

67 

1,939 

Miscellaneous 

80 

1,161 

159 

22,683 

422 

15,826 

Total 

924 

23,325 

2168 

45,528 

4,021 

160,768 


The economic development of ora: country would be seriously 
handicapped if snfiScient capital is not available “ Money is the 
Alladin'a Lamp which creates everything at will ’’ The extension 
and development of the existing joint stock companies requires a 
huge amount of capital Thanks to the war, the activities of the 
Indian Munitions Board have manifested to us vanous new directions 
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in which capital can be profitably ntilised.^ The agriculturists’ demand 
for capital has to be reckoned. The funds for financing our foreign 
h-ade have to be. taken into account and the total demand for capital 
under all these items would amount to a resectable figure. The 
internal trade of the country is certainly 10 to 15 times larger than the 
external trade.** For an adequate financing of these varied interests 
snfiScient capital is needed. 


Inadequacy of present working capital. 

The amount of working capital that lies at the disposal of 
the Reserve Bank, the Imperial Bank of India, the Exchange 
Banks, the Indian joint-stock banks, the co-operative banks 
and the private bankers is totally inadequate for raising the 
needed credit structure to meet the situation. It is not commercial 
banking facilities alone that are needed but industrial and agricul- 
tural credit should be properly developed so as to produce satis- 
factory results. It must not however be supposed that our joint- 
stock banks do not aid the agriculturists or the industrialists. It is 
nothing but mere physiocratic reverence for agriculture which Bicard- 
jan Economics has failed to completely dispel even to this day that 
makes possible this line of criticism. Commercial banks do help 
agriculture and industry indirectly at least by making advances to the 
merchants to whom they can sell these products. Thus the broaden- 
ing of the market is the indirect service that the commercial banks 
generally perform towards agriculture and industries. It would be 


A snmber of rew scbemes to harness the Tsaferfslls of the Western Ghats, the 
-smelting of zinc and cq^r, the prodnction of anlpbotic acid on a ccmmercial scale, tie 
-treatment of coke bye-products, the production of heary chemicals and aniline dyes, (he 
mannfacture of textile macbineiy and mill accesacnea and the boilding of petrel and oil engmea 
are some of the new indnsirial activities that are contemplated by the organiseta of Ihdia’a 


indnatrial development. 

< The internal trade was computed at 3,597 crcfee in 1919-20 and 1,497 crorea for 
1920-21 and 2,000 crores for 1921-22. As Prof. Fisher says the internal trade cannot be more 
than the amount of produce available for exchange. In India a great nomber of middlemen 

intervene between the producer and the ultimate consumer of goods. This leads to grea er 
freaoenqyof transfer of goods from band to hand. The official method of calculating , s o 
the amoant of onrproduoe once as exports and once as imports and the tola gure 
considered as the>monnt of internal trade. 
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easy to constenct a table which shows the position of banking business 

m the principal countoies of the world It would show that the per 
capita deposits and capital in India are quite insigniBcant when com- 


pared with other countries 

It 18 a well-known fact that many metropolitan banks of London 
possess more capital than all the Indian banks put together as shown 
in the following table — 


Name of (be Bank 

Barclay 

Lloyds 

London Joint City and Midland 
National Frovmcial and Union 
London Westminster and Farr's 


Tear 

Paid-np Capital 


£ 

1925 

15,592,372 

1925 

14 872,956 

1925 

11,976,890 

1925 

9.479,416 

1925 

9,061,718 


Speaking of the banking situation in India Mr (now Sir) S N 
Pochkhanawala— the leading Indian banker — says that the total 
deposits in India were only 3% of bank deposits in the United States 
of America and 9% of the deposits m the United Kingdom There 
are still five hundred towns in India with populations of 10,000 and 
upwards which have no modem banking facilities at all ^ So the 
outstanding fact is the smallness of the paid-up capital and the small 
size of our banks Sir Norcot Warren while placing the scheme of 
amalgamation of the Presidency Banks before the shareholders of the 
Bank of Bengal, openly admitted this weakness of our banking system 
The proposed amalgamation, he says, means '* added strength 
and more capital to our banking system ’’ Some of the more 
progiessive banks are increasing their capital m order to provide the 


® See before (be XJ P Chamber of Commerce, Nov , 1026 

^ See India in 1936 27. p 231 , 
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needed credit facilities in our money marlcets.^ The increase of paid- 
up capital can be considered as an indication of the stability and financial 
capacities of the banks. Banking enterprise is thus provided with 
firesh scope for its activity. It is a matter of increasing gratification 
to find that the Indian depositors are confiding more trust in the 
existing banking institations. At any rate the Indian public are now 
slowly reahsang that “ without banking capital there can be no 
credit and without credit the primitiveness of barbarity would 
remain.** 


:Kame of ibe Bank. 

1916, 

1920. 

1R>2. 

2021.. 

1935. 

The Ajodhda Bank (Fjzabad) 

.~ ... 

... 

200 

259 

SOD 

The AUahabad Bank 

.» 3,030 

8.000 

8.550 

3,550 

3430 

The Bangalore Bank 

... -m 

548 

600 

COO 

GOO 

The Bank of Bawda 

... 3.029 

1412 

2,999 

8.000 

3.000 

The Bank of Jridia ... 

... 5,000 

10,000 

10,000 

10,000 

20,000 

The Bank of hforn 

... 1,066 

1,000 

5.501 

1493 

1,500 

The Bank of Mjeore 

.. 1.000 

1,932 

3,000 

2,000 

2.000 

The Central Bank of India 

... 2.500 

5,000 

SfiOO 

16S13 

1,6813 

The Indian Bank (hladms) 

... 1,000 

1,000 

1,278 

1929 

1.229 

The Indian Indnahial Bank 

... 

326 

463 

... 

... 

The Mn&ml Bank (Goiakhpnr) 

... 199 

400 

447 

472 

473 

The hfjsoze Ihdastiial Bank 



... 

651 

716 

752 

ZCendongadiBank 

... S04 

484 

687 

866 

1,004 

The fnniab & Sind Bank 

... 322 

376 

390 

399 

401 

The Punjab National Bank 

... 1.645 

1,868 

2,675 

3,066 

8,m 


r The fdlowing iabie shows the ineresse of the paM-iip of the Basks. 

See Statistical Tables of Basks is ladis, IbSi Edition for more recest figozes >— 

Some of the Eastern Exchange Banks hare also increased their capital bn h cannot 
be denied that a large part of their working capital is located outside the oonnby. The most 
nodoeahi? featnze of the e:^ 3 nEion of the banking institnticnB is the progress of the Cfflomet' 
dal and 4® CcfoperatiTe Banks. Other aspeatt of banking, sroh as indostria! end long-term 
agrlcoltnzaAhanking, hare been neglected. 


BANKING RESOURCES 


461 


Greater working capital should be at the disposal of the banks 

Mr (now Sir) M De P Webb pi-ophesied long ago that “ India needs 
more banks manned by Indian men and fuinished with Indian 
capital ’’® If *0 banks m the proportion existing m 

Europe we shall require about 36,000 banns and branches All of 
these should be conductmg sound banking on secure business lines 

never sacrificing seounty to speed in the matter of extending their 

branches 

How to increase the deposits f 

To secure greater working capital our joint stock banks would 
have to pursue some of the following methods to increase then depo- 
sits It has already been stated that the deposit habit has been 
contracted to a certam extent and that bank deposits are on the in- 
crease Notwithstanding the statement of the foreign Banking 
Experts bankmg possibilities do not abound to any extent in this 

country Theie should be a greater dnve on the part of the banks 

to increase the bank deposits The most successful method is to 
see that the capital of the bank is held by well-to do men who 
patronise the bank Advertisement affords scope towards the securing 
of deposits Sound management would go a long way in securing 
confidence and the Indian Banks should advertise the personnel of 
the bank officers Penodical publication of balance-sheets will do 
much in this direction Education of the depositor as to the 
different kmds of deposits and their respective advantages has to be 
undertaken Personal sohcitation by bank officers who are interested 
m the success of the bank must be carried out If we take EwgliBh 
banking mto consideration the mam causes that led to the growth of 
bankmg deposits were the followmg They have opened branches 
m places where pnvate banks did not exist They have commenced 
acceptance busmess and have opened foreign departments Their 
savings department is meant for the deposits of very small sums 
The general development of industnes and commerce led to 
bankmg deposits Finally, there was remarkable freedom from bank 


• itahea my own 
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failures due to scientific and conservative management.o Temporaiy 
set-backs occurred now and then during periods of crises but as soon 
as normal state of business was once more regained progress in deposit 
banking continued unchecked. 


Uniform Policy towards Deposits. 

Any of the above measures can be pursued with infinite ad- 
vantage by the Indian joint-stock banks. The existing banks must 
pursue a uniform policy towards deposits. The first thing that strikes 
the student of Indian banking is the high deposits rate paid by the 
banks and many people have come to the startling conclusion that 
capital is more productive in India than elsewhere." Nothing 
could be further away from the truth than this broad and facile 
generalisation. Indian banks are forced to pay high rates in order to 
attract deposits and even for commercial deposits practically payable at 
call some tempting rate has to be offered. The initially starting work- 
ing capital of the banks is very low. They are forced to rely on 
deposits. They have formidable competitors in the co-operative credit 
societies and the Government-managed Post 0£5ce. The former pays 
a higher deposit rate ; the latter affords greater security. Now that 
the Government borrows even for short-term purposes at a high rate 
of interest the banks- are finding it difScult to obtain permanent or 
fixed deposits unless higher rates are paid. No doubt the value of 
money has increased but the ^ievance is that even current accounts 
have to be paid for with the result that touting for unsafe business has 
been resorted to.^° 

In the London Money Market the deposit rate is always linked 
to the Bank rate, i. e., 2% lower than it. The country banks’ 
deposit rate seldom exceeds 4 and usually ranges between 2 and 3%. 
In London the commercial current account deporits are not ]^id any 
rate of interest.^ * The Bank of England does not pay even its fixed 


9 Bee J Sykes, *' The Amalgamntion Morement in English Banking," p. IW- 

10 How the Punjab banka /ailed on aoconnt of this reason has been lalated in a 
chapter on thp Indian Joint-atock Banka. 

u The balancea of foreign bonks are an esception to thia atolemant. 



deposits bull* it is able to attract the deposits of other banks, of .the 
Government and of all the richer people. It is the custodian of 
the nation’s reserve. This deplorable feature of the absence of a 
dignified bank is mainly responsible for the scramble on the part of 
our banks for attracting banking deposits.^* 

The practice of not paying commercial current account deposits 
is a sound one. The American banks are trying to abolish the deposit 
rate for current account deposits and the Indian banks should follow 
suit. It might be remarked that the apparent danger would he that 
the depositors would not be encouraged to deposit money. The fear 
that commercial deposits would disappear need not be entertained 
for the commercial class as a whole cannot be dispensing with its 
banking account. The Indian joint-stock banks should render gratui- 
tous services in the manner the London Banks are serving their 
commercial customers for their unpaid current accounts. Of course, 
a united action on the part of all the joint-stock banks is required 
and the great advantage of this step would be that the Indian banks 
would not be compelled to undertake risky and unsafe business. This 
might seem to be a counsel of perfection but it is worth attempting. 


The Hoarding Habit. 

It is the duty of the banks to implant, foster, develop and univer- 
salise the banking habit. It is often stated that one of the chief 
causes hindering the banks in the discharge of that duty is the 
prevalence of the hoarding habit among the majority of the people. 
This hoarding which is indicated by the excessive importation of gold 
and silver and the non-circulation of minted rupees or imported gold 
sovereigns has really proved a nightmare. One of the arguments 
advanced against any scheme for adopting gold currency in circulation 
is the impossihility to estimate the amount of gold required for 


** Daring the recent war the Bank of England began to pay interest for short-term 
deposits made by the banks. This practice was discontinued from July, 1919, 

** Several of the banks pay brokerage fee for seenring deposits. 

« See Walter Leaf. Bonking, pp. 108 and 109. See also J. Sykes. " The Present 
Position of Joint-stock Banking in England." • 
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purposes of coinage, if the hoarded gold and silver rupees and bullion 
were to be converted into the standard gold coin. Tt is said that 
much of the gold put into circulation would disappear into hoards • 
and the example of 1902-04 is often quoted in this connection. There 
is no denying that this hoarding habit is especially adverse to the 
efiBciency and smooth working of the gold standard system and that 
•it would render any currency system unautomatie. Western economists 
say that the hoarding habit is about the roost important cause of the 
poverty of the Indian people, and the greatest hindrance to a real 
and vital economic development of the country. In view of these 
far-reaching consequences the problem of hoarding has always been a 
live issue with those who talk or write of Indian Economics. 


Meaning. 

The late Sir Lionel Abrahams wisely remarked that “ there are 
two words in monetary science which have a very doubtful meaning.” 
One is * inflation ’ and the other ' hoarding.’ It is indeed extremely 
difficult to find any definition of these terms that is at all satisfactory. 
The real meaning of hoarding is the unproductive locking up or buy- 
ing in pits or safes of one’s savings or surplus of income over expen- 
diture in gold or silver bullion. But unfortunately it is not used 
exactly in accordance with this sense of the term. Even a really 
industrial use of specie is mistaken for hoarding. Instead of condemn- 
ing the excessive consumption of the precious metals as a needless 
luxu-y it is often confused with the hoarding tendency and both the 
boarder as well as the user of gold and silver are equally taken to 
task. On account of the lack of scientific exactitude * hoarding ’ 
has become the most baffling problem in Indian Economics. 


The Oravamen of the Charge. 

All economists may admit, in a very general sense without sub- 
scribing to the deduction usually made therefrom, that the gold that 
ia absorbed is never disgorged, that it is ’ a sink for precious metals ’ 
and that it will take long for India to become saturated with gold. 

Only during times of famine or when production fells off as a result 
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of other causes does the demand for gold fall off ; but India would 
commence buying gold as soon as normal conditions are reached. But 
leaving aside the question of the indostrial use of gold we can first 
examine whether India has appropriated an unduly large share of 
the world’s gold. In this connection the statements of the Fowler 
Committee and the Babingion Smith Committee are directly to the 
point. The Fowler Committee says “ India’s holding of gold and 
silver is not excessive, it does not create such political difficulties as 
to justify a permanent refusal of the gold currency circulation in 
India.” As regards the recrudescence of the habit since 1920 special 
causes have been operating towards this tendency and nothing can be 
generalised from this particular instance. 

The more scientific significance of the charge of hoarding is 
simply this. If gold comes into India in payment of the favourable 
balance of trade, the price-level in India remains unaffected while 
the countries which send out that gold suffer from high money rates 
and depressed prices. No banking or busineBR use is made of the 
imported metals. Broadly speaking the Indian people are not in 
active touch with the money market. A rise in the bank rate or any 
other stimulant such as the starving of currency fails to bring out 
the precious metals. The Indian hoarder is not a homeo ecconomiciis 
but he is unable to understand the movements of the money market 
and usually keeps himself aloof from it. 

This fact can be proved by a reference to the statistics of the 
export of gold from this country. Gold comes out in days of scarcity 
and of high prices; then^t is exported out of the country. ' “ Imme- 
diately after the Great War, much gold was exported out of the 
country. Her ability to re-export gold is not entirely without signi- 
ficance. Even granting that an organised banking system exists in 
India it takes a very considerable time for the discount policy of the 
Central Bank to check this. Money is liable to come out of the 
hiding places and fill up the gaps. Contraction of currency by means 
of credit control exercised by a Central Bank cannot thus work out- 


’s Repoit on Indian Onmnoy and Esshange, 1919, para. G8. 

“See my article "Becent Export of Gold dnring 1931-88. "-The Ifyaore Economic 


59 
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■BO Buioofchly in this country as in highly developed countries. Unless 
cash is used only as a basis of the credit structure, the adjustment of 
internal prices to external must be a diflScult and often an insuperable 
task. In all questions of capital, currency and credit the economic 
use of money must remain in the fore-frout. But in India ‘hoarding’ 
has assumed a disproportionate importance and has vitiated the dis- 
cussion on the topic. It is thought that even the poor people have 
with them boards of rupee coins which would be converted into 
standard gold coin at the currency office if the pore gold standard 
■ plan with gold currency in circulation is adopted by this country. 
Very great importauce is attached to this liquidation of silver rupees 
or conversion operations which would have to be undertaken in case 
of the alterations of the exchange standard into a genuine gold 
standard system. 


Origin. 

As regards its origin there are people who trace this tendency 
of the Indian people to the days of Nero. There are others who 
regard India as the World’s Silas Marner with an insatiable appetite 
for gold. As an interested student of Economics, I have Bought, so 
far in vain, to get hold of the full stock of correct economic facts 
necessary for a conclusive judgment. But the conviction has been 
growing on me that the so-called fabulous hoards should be looked 
upon less as a " hidden danger ” than as " hidden reserve " against 
the economic difficulties that people may be put to in the future. 
I may give here the methods I adopted in my enquiry. I issued a 
general questionnaire (see Appendix) to the shroffs in the town of 
Vizagapatam and interviewed the leading shroffs. Considerations 
of space prevent me from printing the detailed results of the inter- 
view. As this is a burning topic I reproduce my general questionnaire 
in the Appendix. I must say that unless such a thorough inquiry is 
held in all important cities, towns and places where gold and silver 
are bought and sold in retail by the shroffs, nothing conclusive as 


M See’Joseph Kitehin, " Oral Evidence before tbe Hilfon-Toong Conunission "-Answer 
18533. See'his^stimite in the International Gold ProbJem.-Oxford University pablicaUon. 
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regards the hoarding tendency of the people can be learned. On the 
antiquity of the habit, there is, however, no inconsistency of opinion. 
Mr H D. MacLeod was the first economist who started the theory 
of hoards and ever since that time the hoarding problem has almost 
become classical. He estimates the amount of Indian hoards at 
dgSOO millions. Lord Curzon says, the whole hoarded wealth of 
India amounts to over Es. 825 crores. Think of all this money 
lying idle or at most put out for usury or relatively unproductive forms 
of investment.’* Arnold Wright pots it at £200 millions. The Hilton- 
Young Commission has absolute faith not only in the hoarding pro- 
pensity of the Indian people and the existence of the hoards, but 
alan believes that silver coins for about 130 crores of rupees would 
come out of hoards for encashment into gold coin. That was one of 
the chief reasons which dissuaded them from recommending the 
adoption of an effective gold standard with gold currency in circula- 
tion. At one time this school of opinion, in their anxiety to retain 
the gold reserve in London, pointed out not long ago, that prices 
would rise if the gold reserve were transferred to India. Obviously 
there can be no rise in the price-level unless gold is allowed by its 
holders to circulate in some form or other in the hands of the people. 
The inconsistency of these two contentions has not been, I am afraid, 
duly appreciated. 

However, it is encouraging that there are well-informed people 
who have specialised in the study of the production and distribution 
of the world's gold and who have given out their considered opinion 
that “there is very little real hoarding in India either of gold or silver." 
According to this school the hoarding tendency exists up to a certain 
limit and beyond this it is a myth and an exaggeration. The general 
impression among Indian economists and publicists is naturally, 
that India has not secured her due quota of the share of gold as yet. 
Even the Bengal Chamber of Commerce is of this opinion. The 
shortage of capital is attributed to the annual drain of money by way 
of Home Charges and it is contended that this drain is too big to 
leave any surplus capital in the country. As Prof. Marshall points 

I* See Dr. Belktiehne'e Memorandam before the Hilton-Tonog Oommission. 

J p 13 ^ Reede' Memorandam before the Babiogton Smith Committee , App. 
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out “capital can grow from the surplus of national income over 
national expenditure or in oth^ words net national dividend. Any 
untoward call decreases the national income considerably and hence 
the national dividend is correspondingly reduced. There is no 
legitimate ground for grievance so far ns the Home Charges are con- 
cerned, for they are a direct payment for services rendered to India 
bnt an appreciable amount goes away out of the country as profits 
of industries managed and financed b}' Europeans or other foreigners. 
Here is ground for legitimate complaint. The drain, as it is styled, 
impedes the rapid growth of capital in India. How is this problem 
to be tackled ? Artificial attempts for the nationalisation of foreign 
capital have failed elsewhere. It is unwise to raise artificial restrictions 
against the free flow of foreign capital. 

The Indian Fiscal Commission bad to consider this problem. 
The Miaority Eeport is anxious to raise some safeguards against the 
infiaence of the foreign capitalists. Such measures have failed in 
Germany. They have no better chance of success in our country. 
The only safe coarse is the accumulation of our capital bo that onr 
capitalists may become “ the natural heirs of foreign enterprise.” 
Quito recently, the External Capital Committee bad to repeat the 
same idea in this connection. It is the paramount duty of every 
citizen who can save from his income to rid India of the domination 
of foreign capital and to obtain control of all the vital industries. 
Aa Lord Curzon says, " a country is in the strongest position whose 
capital ia self-generated and self-employed." It behoves them to 
understand this subject in its true bearing end consider its economic 
significance to present-day Indian society. It is also essential for 
our economic progress to 'correct the Westerners' mistaken notion that 
India would be sponging up all the world’s gold as soon as the Hindus 
begin to grow rich. 

Form of Hoards. 

Whatever might be thmr form in the past, it is an anque&lion- 
ablc fact that" except the ignorant people who are nmvare of this 
tendency there would be few who hoard their savings in silver rupees 
which are so much over-valued. Silver hoards are also being replaced 
by gold hoards as evidenced during the years iaM-2o. Even now 
people prefer to buy gold bullion in small quantities of two or three 
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tolas. The very fact that gold coin and bnllion are imported and 

absorbed instead ofihe Government rupee as in the past shows that 
people have now realised the futility of looking up their savings m a 

depreciating metal. It is, indeed, true that about 150 orores of 
rupees are out in circulation but it can be safely supposed chat they 
are meant to do the work of exchanging goods only and that hoards 
in shape of silver coin can scarcely exist in the hands of educated and 
enlightened people. Silver ornaments ■are, of course, used by them 
and both gold and silver are used for ornamentation to a large extent 
by the Indian people, mostly womenfolk and children. Gold 
sovereigns to the extent of nearly 100 millions are supposed to have 
been absorbed by the people and unquestionably the major portion of 
them must have been melted for ornaments. 

Most people now appreciate that gold is a more desirable form 
than silver for locking up their savings. The poor man lays hands 
on silver only because he cannot obtain gold with his little savings. 
The generality of the people regard their ornaments as suitable for 
being pawned to the so wear to meet the economic pressure on account 
of illness or old age. Strictly speaking the accumulation of these 
stores speaks highly of the prudent and thrifty habits of the people. 
If these slender savings are guided intelligently into the channels of 
banking and productive instrument a double purpose would be 
achieved. Without impairing its usefulness as a provision for the 
future such investment would also bring in its own current a return 
which might act as a further stimulant towards savings. Education 
in the right form of investment or the economic use of gold is the only 
panacea. They must bear in mind the advice of Adam Smith ihat 
" coinage is unproductive capital ; it does nothing but pass from hand 
to hand and is not put to any useful purpose whatsoever.” Sir D. 
Hamilton rightly points out that ” the gold sovereign is a cheque 
drawn on Europe.” It is unwise to hoard it or lock it up in the 
family vaults for the sake of safety. Hoarded wealth cannot in any 
way increase the economic well-being of the hoarders. 

Size and relative magnitude. 

As to the possible size or exact composition of the hoards it is 
almost impossible to say whether there is more of gold or sHver or 
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whether more is in coin or bullion under each head. But it is usually 
thought that about £ 100 millions worth of sovereigns have been 
hoarded and that roughly *200 crores of silver rupees are in hoards 
with the Government and the people. Barring these conjectures 
nothing can be stated as regards this old, old problem. The following 
table shows the net imports and exports of gold of the various 
countries. From this it can be gathered that India is not the only 
country which is bent upon absorbing heavy stocks of gold annually 
and that no conclusion can be drawn out of the figures for 1922-i5 as 
India was starved of gold during the war years. 


in millions of dollars. 


Year 

D.S.A. 

England. 

France 

Japan. 

Germany. 

India. 

1900 

-}• 13 

-1- 39 

+ 64 


-1- 30 

+ 0-3 

1905 

+ 3 

+ 39 

-t-125 

-1- 3 

+ 35 


1910 

+ 1 

+ 29 

-1- 11 

- 3 

-1- 43 

+ 28 

1915 

-1-421 

-136 

- 15 

- 8 


- 4 

1920 

95 

-122 

- 18 

-1-196 

-1- 4 

+ 10 

1925 

-134 

- 39 

... 

- 13 

-I- 133 

+14S 


The absorption of gold in India during the century can be noted 
by a glance at the following figures - 


Crores of Rupees. 


Quiiiquenuial. 

1899-1900 to 1903-04 
1904-03 to 1908-09 
1909-10 to 1913-14 


Balance of Trade in 

Bet imports i 
gold. 

favour of India. 

40-24 

6-18 

45-59 

9-35 

72-56 

28-15 


also the Annoal Beview of Tie Je, 1930-31. 
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Qainqnennial 

Balance of Trade in 
favour of India. 

Net imports 
gold. 

1914-15 to 1918-19 

66-58 

7-88 

1919^20 to 1928-24 

89-33 

20-99 

1924-25 

146*87 

73-93 

1926-27 

90-28 

19-40 

1928-29 

76-75 

21-20 

1929-30 

69-28 

14-22 

1930-81 

43-24 

12-75 

1931-82 

88-39 

57-97 

1982-83 

... 64-95 

65-52 

1988-34 

90-23 

57-05 


^ hr M Hirer is conceroed India ia nndonbledly one of the 

renre^ of eilrer and »!.. following table ebowa the ailver 
consamption of a few prominent conn tries.* » 


Tear. 

World's 


{In millions of fine 

ounces.) 

prodnction. 

India. 

CWna. UBA. Ranee. 

England. 

1900 

174 

49 



1905 

172 

84 


2 

1910 

222 

65 

26 

13 

1915 

1920 

173 

173 

33 

4 

82 24 20 ■ 

118 20 

27 

29 

1925 

240 

142 


4 


» 

8" so. VAV 
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Prior to 1900 there was the absorption of silver and the late 
Joseph Kitchin says that in the sixty years from 1834 to 1894, India 
absorbed sUver to tbe extent of £320 millions and for the 30 years 
since that date it can be calcalated that she has taken £ 303 millions 
of silver.22 The aggregate absorption in the 90 years is 4,566 millions 
of fine ounces or 34% of the world’s production and of this nearly 
two-thirds may have been converted into ornaments and jewellery or 
kept as a store of wealth. Imports of gold and silver into India 
during the decade 1921-1931 total 466 erores ; R<!. 280 crores worth of 
gold and Bs. 186 crores worth of silver, have been imported. 

While these facts and figures are reliable they yield no definite 
conclusions as regards the relative size of the individual hoards. 
Broadly speaking, there are very few large hoards. Sir Basil Blackett, 
the ex-Finance Member of the Government of India, also believes 
this fact; for in his memorandum to place India on the gold standard 
with gold currency he explicitly says that ** comparatively few boards 
would be large enough to boy. tbe minimum qoantity sold by the 
currency authorities.” He does not, however, consider tbe action of 
bullionists who might combine to draw out gold by presenting tbe 
needed quantity of silver. The bullion merchants might act as 
representatives of tbe hoarders and thus defeat the gold standard 
scheme. 

The size of the individual board depends on the excess of income 
over the expenditure and such surplus most result in some form of 
storing up or other, whatever might be the currency system of the 
country. It is necessary to consider the family budget figures in 
this connection. They all prove that the average Indian is very poor 
and bis savings would not help him to hoard gold. Some gold 
trinkets he might possess. Of the agriculturists who form 72 % of 
the total population the majority cultivate small and uneconomic 
holdings and perhaps are groaning under tbe weight of heay 
indebtedness. Several receive grain advances and make payments in 

grain and they seldom handle any appreciable stocks of money. B 

is no exaggeration to say that they have merely a living wage. Some 


« See Appendix 82, The Hllton-Tonng CommisBion Report. 

J* See G. F. Sfaiira*/' The Science of Foblic Finance, " p. 467. 
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of the wealthier agrionltoists like those Of the Ghenab Canal Colony 

who have ’large economic holdings measuring -25 to 30 acres and 
who sell theii wheat to European agents direct are in a position 
to save and they undoubtedly consider “the wife’s person as 
their bank.’’ 

Large numbers of the artisan class live by their petty handicrafts. 
Neither they nor the bigger native manufacturers are in such a 
flourishing state as to accumulate hoards. The clerical class and 
the government servants find it impossible to maintain their 
existing standard of life. Except when aided by ancestral property 
which is becoming more scarce they find it impossible with their 
inadequate pay to escape indebtedness. The bulk of the teachers 
are low-paid and are in the same straits as the Government servants. 
From the recent inquiry conducted by the Bombay Labour office 
the people of the middle class of Bombay have an income ranging 
from Bs. 25 to Bs. 225 per month. The Whitley (Labour) Commission 
points out that the average monthly wages in Assam was Bs. 13-8 
for men, Bs. ll>l-7 for women and Be. 17-8-6 for children and wages 
are still lower in other provinces. Both the Bombay and Bengal 
Banking Enquiry Committees point out that Bs. 100 and Bs. 79 
are the per capita urban people’s and agriculturists' income. But they 
have to spend a large portion (60%) of their income on food and 
housing alone. Clothing and other conventional requirements 
must be taken into account before the available surplus can be 
estimated. It is only a few successful lawyers, medical practitioners 
and other professional men who can save. Since the days of the 
Swadeshi movement they have to a certain extent come forward 
with their savings for investment in industrial ventures. Tt is 
these people who also invest in the Government Bupee loans. It is not 
posable therefore,that in addition to the investments and the ornaments 
they may possess they have much to lay by in idle hoards. Their 
education, training and contact with banking institutions would 
make them depositors rather than hoarders of their savings. Figures 
of the Income-tax Assessors speak of the growth of savings on 
the part of businessmen, - high salaried Government servants, 
successful lawyers and a few other classes. The saving number of 
people with incomes over a lakh of rupees has increased to a much 
greater extent than that of people holding incomes above Bs 10 000 
60 
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Those earning between Es. 2,000 and fis. 10,000 also increase in 
numbers. The number of income-tax assessees is on the increase. 
The bullionists, the Native States, the richer professional classes, 
the wealthy landlords and the popular shrines and pilgrimage 
centres generally possess the capacity to hoard and have large 
monetaJ-y holdings at their back. But the exact proportion of 
their riches cannot be estimated with any precision. 

It is not the richer or middle classes alone who are prone to 
hoard. The Government itself is a great hoarder of both gold 
coin, bullion and silver coin which e.vist in the F. Currency to a 
far greater extent than is normally necessary for securing the 
interchange of notes and rupees. 

Some of the Native Slates like Hyderabad and Gwalior have 
also been sinners in this respect. Their stocks of the precious metals 
are neither a store of value nor a reserve of purchasing power 
as in the case of the ornaments of the middle and richer classes 
of people or the hoards of the Chetties and indigenous money- 
lenders. Of late the rulers of the Native States are shaking off 
the habit of hoarding and are now investing their funds in 
industrial enterprises. Some of the famous temples and shrines 
also possess hoards of coins which the devotees put in or offer as 
their thanksgiving to God. 


Causes for the Hoarding Tendency, 

The hoarding habit seems to have received sanction by the 
experience of centuries in India. The state of the country at 
the time of Mahomedan conquest was least conducive towards peace 
and accumulation of wealth. There was no middle class and a 
state of war without a permanent standing army was the result of 
the feudalism prevailing at that time. People lived in isolated and 
self-contained villages with little incentive for industrial development. 
Neither were the tools of the carpenter or the gold or tbe silversmiths 
or the brazier’s elaborate ones requiring any investment of capital 
on a large scale. Though Mill and the latter-day historians have 
done their best to show the progressive rule of the Mahomedan 
rulers there, was not much of organised industrial production. 
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One or two fine arts snch as architecture, sculpture and 
paint?ng might have been improved. There were indeed occasion 
periods of grace under benign rulers who changed the iron hand 
of oppression into one of silken gloves. Barbaric magnificence, 
insatiable benevolence, and magnificent philanthropy were usually 
displayed by the princes but so far as the generality of inhabitants 
were concerned there was no improvement of their mechanical 
industry and no scope for securing additional capital. The highly 
ingenious and intuitive people who were famous for constructing 
tanks, wells and agricultural implements and whose civilisation 
was of a high order, certainly would have progressed much if the 


rulers did not care much for plunder and spread of religion than 
for imparting graceful arts. The universal rule of despotism 
must certainly have inculcated the habit of hoarding, i.e., burying 
precious metals deep in the pit. 

The rise of the Mabarattas, the invasion of the Persians 
and the decay of the Moghul Empire brought in troubled times 
and must have strengthened this hoarding habit. In the words 
of the distinguished historian Colonel Daw, “ Hindusthan was 
torn to- pieces by factions. All laws, divine and human, were 
trampled under feet. Instead of one tyrant as in the days of 
the Empire the country now groans under thousands and the 
voices of the oppressed multitudes reach heaven. It would 
therefore be promoting the cause of justice and humanity to push 
the petty tyrants from the heights to which their villainies have 
raised them and to give to the many millions of mankind a 
Government founded upon the principles of virtue and justice.” 

The East India Company which soon became the de-facto ruler 
never pursued a wise currency policy. It helped and stimulated 
decisively the hoarding habit of the’ people. The Company’s 
exclusive reliance on the Silver Eupee instead of increasing the 
use of sound paper money led the people to persist in these 
unwise habits. Though acute monetary stringency was often 
felt during the days of its rule, the Company did not encourage 
the use of fiduciary bank paper.** *** “Gold was practicaUy driven out 


** Seep. 887. 

«'Seo my book. -Organieed Banking in the Days of John 
Early Bank Notes Issue. 


Compan^,'* 


chapter on 
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of circulation by legal enactments from ISIS and the East India 
Company issued Treasury Notes which in 1856 realised a total of 
s6967,700 in order to ease the monetary stringency,” Throughont 
the early half of the nineteenth century there was great demand 
for money and business was often at a stand still owing to the lack 
of a suitable circulating medium. The Company accumulated treasure 
in 40 or 50 treasuries and 40 to 50 thousand sepoys were annually em- 
ployed in escorting treasure from one district to another. A sound paper 
currency would have sufficed for the purpose and the cupidity of 
the soldiers would not hare been ercited during the time of Mutiny 
by the sight of local treasuries possessing large sums. Thus there 
wis much of brigandage, invasion and misrule and the habit of 
secret accumulation due to tbe insecurity of troubled times and 
political disturbances is still to be eradicated. 

The habit which was generated during tbe Middle Ages was 
fostered to a certain extent by the lack of a scientific currency policy 
in the British period. By denying gold coin to tbe people and 
circulating overvalued silver rnpees it has only attached undue 
importance to the gold coin and bullion. Since Sir James Begbie 
first propounded this thesis much prominence has been given to it 
by the critics of the Government currency policy. This is not the 
proper place to examine in detail the Government’s mouetaiy policy 
which led to the popularisation of the overvalued token currency in 
preference to full-value coins or representative ])aper money. 


s* Sec also J. W. Eaje. '•AdininislrarfoD of lie B. I. Company," pp. Si-SS- Eaye 
obserres tbat **iadusliy waa paralysed, trade was at a standstill; people baiied tteii 
money in tbe gronnd. It does not a little trouble as wrote one of tie Company’s Cblel 
Servants to pay 9% for what money wa shall be farced to take up for your aoeount 
towards providing of poods for tbe nest year and at that rate little can be bad, 
everyone rather burying their money than adventuring to trust it out in time of war. 
&nd with good reason too was the treasure buried deep in tbe ground for another d 
the old Company’s servants writes about the same time that upon any oaeasion 
war the King will either have the puiMS or also purse and lieai. Nothing was more 
dangerous in those days than to be the possessor of a little availsble cran. The Mi«ni 
Princes opened their loans at the edge of the scimitar.” 

SS* See Dr. B. B. Ambedkar, *• The Problem of the Bupee,” p. Si. 

St See hi' note appended to fte Chamberlain Commission’s Beport, paws. 6 and 10. 
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Social Ceusec 

Social causes were tending towards the same goal The use of 
gold and silver ornaments js enjoined by social and religious u^age 
The practice of giving Sin Dhan io women in shape of gold ornaments 
at tlie time of marriage is a recognised custom An ostentatious dis 
play of gold by the people tends to confer social prestige It is not 
merely the aesthetic taste of the women that can account for the ex- 
cessive use of the gold ornaments The law of mhentance of the 
Hindu population of the country debarring their women fiom leieiving 
iny share of landed estates or immoveable property generally induces 
either the father or the husband to bestow gold on these beneficiaries 
The joint family system encourages the same tendency and the husband 
who IS earning generally lavishes much of his savmgs in gold and silver 
ornaments for his wife so as to prevent the savings from being com- 
pounded in the property of the joint family Ornaments are now 
considered as personal property So long as the legal rights of women 
such as inheritance of real estate and property are restricted as at 
present this method of confernng pioperty on them would not be given 
up Without an alteiation in the law of inheritance it would be very 
difficult to check this inordinate use of precious metals as ornaments 


Economic Causes 

Tlie lack of multifarious agencies for looking after savings as in 
the case of the advanced countries is another contributory cause An 
ex Finance Member of the Government of India admits this contention 
m the following language The average poor man in India has no 
banking facilities , he is not sufficiently educated to have acquired the 
Savings Bank habit and until he improves sufficiently by education to 
appreciate the investment habit or until we can provide him with the 
necessary banking facilities, silver and gold are practically his only 
means of banking ” 

If we take the example of the United Kingdom into cmsideration 
we find that there are, m addition to sound commercial banks, Trustee 

» See Buflgei. Discussion. M*roh. 107i^tbe Jndi m LegisUtive Assembly 
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Savings Banks, \ 7 hich act as e£5cient bodies in the gameriog of the 
poor man's savings. The National Savings Certificate plan organised 
during the War had a twofold object, that of collecting savings and the 
far more important one of guiding them into safe and sound channels. 
Insurance Companies, Trust or Finance Companies and well-organised 
Stock Exchanges free from speculative tendencies also guide the 
general public in the choice of their investments, so that a monetary 
use is made of tbe spare cash and savings of the people. The problem 
here also is the utilisation of “ the money that lies dormant in endless 
small hoards." As Sir D. M. Dalai, the President of the Bombay 
Committee on the rehabilitation of Government securities, says, “India 
is full of money and notwithstanding the general idea that it is not 
available for investment in my opinion it is a gue.<;tion of terms and 
security." 

Another economic cause responsible for the recent rrcrndescence of 
the hoarding habit is the fall in tbe price of gold bullion and the un- 
certainty as to whether gold would continue to be cheap has no doubt 
led to increased imports of goldjnto the country. It baa already been 
stated that the import figures of gold during 1922 to J 925 are quite 
exceptional in nature and that no proper inference can be drawn out of 
them. With the steady growth of the popularity of fiduciary currency 
and the investment habit in the country the gold imports for non- 
monetary purposes will fall and a glance at the recent reports of the 
Controller of Currency convinces one of the decrease of gold imports 
into India. 


Remedies. 

It has already been remarked that the habit of hoarding of spare 
cash in the form of ornaments which is unreservedly condemned as 
boarding must be changed into one of fruitful and productive invest- 
ment. We must remember in the first place that the cause of it is 
not a mere blind slavery to the primeval instinct of acquimtiveness. 
The real objective is prudent provision against famines, pestilence and 
unforeseen contingencies. When such contingencies do arise these 
small amounts get dissipated into thin air. The real course is to 

SBp Ste tbe Report of 


tbe CoDtioHer of Currency. 1924.-26, pp 6 and 7. 
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popriameai. investment whieh peeeessee in ndaMon to ite pradnctive 
Mtnre all these qnalHiee of the ornemenle. perfect safety, and easy 
jealisability. The terms of such investment most be clear to all and 
the collection of interest must also be looked after by a reliable and yet 
cheap agency. All these aims can be secured by extending investment 
banks or trust or finance companies in the country and under their 
persuasion, influence and guidance the tendency to invest would surely 
receive an impetus. A part of the favourable net balance of payments 
can bo invested every year under their direction in foreign countries. 
It is essential that a sound banking system capable of assimilating the 
gold imports and regulating the consequence of gold exports from the 
country should be organised by our recently created Reserve Bank. 


Some of the richer agriculturists, middlemen and mofussil traders who 
have made profits during the war should be taught that banks afford 
the best store of value and relieve them of the risk and trouble of 
keeping large stocks of precious metals in their house. The advantages 
of a banking account have to be brought home to them in a vividly 
striking and appealing manner. Even those who are aware of the 
advantages of a banking account do not always come forward to keep 
one. The quick disappearance of mushroom banks which spring up 
now and then strengthens such disinclination to open a banking 
account. Hence it is important that the bigger banks should enlarge 
their activities so that these small rotten ones should not be allowed to 
spoil the public confidence. The main problem of the banker is to 
organise and gather the scattered capital in the mofussil, and individual 
transfers of money must be tackled by the banking institutions or 
branches transacting business once or twice a week in those places 
which cannot afford to maintain a regular branch. The services of the 
co-operative movement should also be enlisted in this direction. A 
more vigorous policy on their part in the direction of securing deposits 
would make them not only independent organisations but would have 
the effect of combating this pernicious tendency. 


Education. 


the 


Education is, of course, a sine qua non of this reform. Else 
masses cannot easily imbibe the idea that the prop’er place for 
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their wrings is not the peisra of their ■n-omenfolfc bnt the oofers 
■of banis -R-hieh can nse them as the basis of the credit straclare 
and promptlT Tetran the same if and trhenever the d^jsiior so 
de^ss. 

The banking habit bang maiidj a habit is best inculcaTed in 
cbSabood. Mr. Tidjasagar Pandja suggests that “asmaHpennj 
banh maj be attached to certain schools as in England.” Snch en- 
ccnragement of pracrical thrift tronld be desirable in ereiy iraj. It 
is the duty of the bankers to point ont that instead of absorbing pre- 
cions metals Triih the arailable net export, snrplns agricnltnral machi- 
nery, implements, iron, steel and sni,h other things can be se.nred 
•srhicfa TTOtild lessen their dependence on the external markets. If 
cheap agricttltnral machineij conld hr any means be bronght to the 
door of the average cnltirator and made available to him by some 
form of credit, its effect on the hoarding habit •vrould be twofold. 
Firstlj, it woald stir np the placid contentment of the masses and 
indirectly help that rise in the standar J of living which wonld not fail 
to act as a sharp spot to economic progress. The second advantage i? 
the cultivator need no longer hold precions metals in the form of 
jewellery to serve as a kind of pawnahle secnrity. 

Again the banker has to teach how the efficiency of poDJed-np 
money in his hands wonld be increased by being lent ont to others. 
Internal tapital resources wonld be augmented to a great extent, 
Ilhis is ont immediate duty. It would be too early to dream ol India 
as a world's creditor nation. A modest beginning can however be 
made in this direction- 

Temacnlar circnlars must be issued by each bank stating the 
principles of hanking, the advantages of a banking account and the 
bankers' own progres from year to year. These will conrince them 
as lo the utility of the banks. In Eng'^and, it is stated every man has 
his own solicitor and his own bank. Although our people are vapidly 
achisring the first part of the ideal much to their own detriment they 
have not copied ihs more paying and useful habit. Although it is 
true that India rirould have a far larger number of hanks what matters 
so mndb is the number of people that keep hanldng accounts. 
MacLeod says “ ihe beneficial effects of banking are produced not 
by the number of banks but by the number of people who keep 
hanking accounts.” 
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Auxiliary Remedies. 

Though education in the proper investment of savings and the 
spread of the banking system are the primary remedies, several auxi- 
liary measures would have to be devised so that by close working 
of these diverse lemedies something might be done to check this 
unwise and uneconomic habit. 

On-Tap Savings Certificate. 

The introduction of the “ Oo-Tap Savings Certificate would in- 
culcate the investment habit." A generous response was seen in the 
case of the P. 0. Gash Certificate which offered liberal terms. Poten- 
tial capital lying in the mofussil can be gathered by this method but it 
would practically undermine the popularity of the Postal Cash Certi- 
ficate. Likewise " Stridhan Certificates " can be issued to discourage 
the tendency of over-investment in jewellery on the part of our 
womenfolk. 


Cheap and Useful Manufactured Articles. 

It is also well to consider the effects of a rise in the standard of 
living. The provision of a large number of cheap and useful manu- 
factured articles would lead to brisk buying and selling of commodities 
and people would make a business use of their spare cash and com- 
modities and gold would be put to a more proper use. If it is spent on 
productive consumption it tends to improve the earning capacity of the 
people. This increase of the taxable capacity would confer a double 
advantage on society. Firstly, the people would be belter able to bear 
further increase of taxation from a steady income arising out of a 
steadily improving standard of living. Secondly, increased savings on 
the part of the people would be an advantage to the Slate. 


Agricultural Credit. 

The perfection of the agricultural credit machinery forming a port 
of the general banking system would tend to produce the so-called 
61 
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hoaiding habit. One of the prime objects of such hoarding is to keep 
something which can be pawned with the local money-lenders. 

Changes in Tastes and Fashions. 

Economy in the use of the precious metals can be initiated to a 
certain extent by changes in tastes and fashions. Peails and diamonds 
can be substituted for gold and silver and if the women of the upper 
class devote a considerable share of their income to the new objects 
this love of ornament would permeate the other sections of society. If 
the real purchasing power of the people expands recourse to predoas 
metals for the mere love of ornament might be weakened. The newer 
objects selected would have (o be portable and possess great value in 
small bulk. These would still be unproductive no doubt and cannot be 
recommended as a remedy for poverty-sticken people. These require 
productive investments. 


Insurance Habit. 

The development of the habit of insurance on the part of the 
people is also essential to weaken the tendency to accuiiiulate precious 
metals as a store of value. There is no insurance traditiou as it were 
in this country. There are very few insurance companies in India and 
life insurance per head of population in this country is very low. 


Attracting and Encouraging Investments. 

More facilities for purchasing such investments as sterling secu- 
rities should be created in India.*® This can never be done on any 
adequate scale so long as there are only a few forms of investment 
for the Indian investors. The Government of India should enable 
the people to hold Indian sterling loans floated in London and 
interest should be paid at the Government District Treasuries or 

M The Reserve Bank of India can discount, or pmchase bills or pnanissoiy notes 
mainly for the pnrposo of encouraging dealings in putchase or sale of sterling secu- 
rities. 
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branches Of the Imperial Bank of India. If this is not forthcoming 
banks like the Imperial Bank of India most sell Government 
secerities on behalf of the general pubUc besides their own consti- 
tnentsat a fixed charge and thus facilitate the investment habit. 
The Indian banks are holders of Government securities on a large 
scale and a healthy market in the Government Securities means 
a great protection to them. This they can secure by granting 
remittance facilities from one local Head Ofi&oe to another on 
the secarity of Government paper. It should be possible to conduct 
more easily the formalities in connection with the transfer of 
securities. 


The Indian Hoarder is mislaken hid not Perverse. 

Under proper guidance the Indian people would not feel shy of 
insestment in industrial companies. This investment habit is on the 
increase and taking the 1915-25 period there was considerable invest- 
ment in indnstrial companies. The Indian people have freely 
invested in the Bnpee Loans and the F.O. Gash Certificates. The 
number of bank depositors has also increased largely during this 
period. During the same period jute mill shares have freely changed 
hands and 60 to 70% of the shares are now supposed to be owned by 
Indians. The Indian capitalists of Bombay are now coming forward 
to invest freely in bonds of the Brazilian Government. Some portions 
of the recent sterling loans are being subscribed by Indians here and 
the Indian capitalists in England are freely investing in sterhng loans 
of the Government of India. The policy of the Government of India 
should be to place greater reliance on Bnpee Loans so long as they 
can be floated in the money market. This by itself would go 
a long way in increasing the investment habit on the part of the 
people. 


Alteration in the Law of Inheritance. 

Much more has to be done besides the usual means of attracting 

and encouraging popular investments. The treatment of the evil calls 

for an alteration in the law of inheritance so as to enable ,the Indian 
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people to provide for their female dependents without recourse to the 
barren method of hoarding precious metals. It is significant that onr 
women are conscious of this fact.s® Unless something is done in 
this direction there would still be a considerable portion of the 
population which continues to keep its savings in the form of 
idle cash. 


Fcxo Thoughtless Remedies. 

Besides the commonly suggested remedies education and provision 
of banking facilities, I have mentioned several useful methods which 
go more to the root of the matter and impel people to make a truly 
economic use of national savings. It is also essential to correct the 
mistaken conceptions of a few specialists who propose to tackle this 
evil by purposeless or ineffective solutions. The Government guaran- 
tee of bank deposits can also be suggested as an antidote to the 
boarding habit, but unfortunately it is not a step of unmised or 
assured good as the resultant barm may possibly be greater than the 
gain. It is undoubtedly true that it would increase the deposit habit 
by placing the banks above the risk of panicky runs. But the 
corresponding disadvantage should not be forgotten or overlooked. 
The strong are made to pay for the weak and loose and careless 
banking methods would be fostered. The plan of mutual guarantee of 
bank deposits exists in some of the States of the U.S.A. But in the 
State of Oklahoma at least it failed miserably. The conservative 
bankers would be at a disadvantage. It would be better to try to 
prevent failures rather than concentrate upon payment after failure. 
Prevention is always better than cure. 

Another doubtful remedy is the starving of currency which has 
been advocated mainly in order to dissipate the hoards and draw silver 
coins out of the hiding places but this undoubtedly would lead to 
high discount rates during the period of rarification of currracy. 
There is no guarantee that the advantages will not be outweighed 

30 See Resolutions passed at the All-India Women's Conference, Mjsore. 

31 That tie C. S A. Federal Government adopted this feature in the Glass-Sleaga 

&ct oi 1938 is indeed true but in order to alleviate the banking crisis this eatreme measure ha 
to be advocated. 
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by tbe disadvantages. The return of money from the hoards- and their 

sound investment in productive enterprises depends of necessity upon 
tbe adoption of a simple, intelligible and thereby thoroughly reliable 

monetary system. A change in the currency gauge is essential to get 
to close quarters with this problem. A gold currency would increase 
this habit in the first instance by making the smaller gold corns easily 
available. But in the long run it will release gold out of the hoards 
and check the propensity to hoard gold bullion and if gold currenoy is 
freely circulating from hand to hand even gold coin hoards will tend 
to disappear. The educational influence of gold currency cannot be 
denied. This is only a corollary of the well-known psychological truth 
which considers that '* if once a thing becomes common people do 
not want to hoard it.” Too much reliance cannot be placed on this 
argument.”^ Gold coins would not form a substantial portion of tbe 
currency transactions as even the smallest of them would be too lai^e 
for the daily transactions of the people. The conditions for the 
maintenance of a free gold market have already been outlined and 
this is essential for people to be sure of securing the required 
gold. 


Final Conclusion. 

Even if all the lines of attack indicated above were adopted tbe 
predilection of (he people for holding precious metals would still con- 
tinue for some time as no civilised country has been altogether free 
from the habit. In France the recent attempt of the Bank of France 
to purchase gold by paper francs brought out £25 million of 
gold and gold coin in the very first week. But until the circulation 
of wealth tends to increase in this country and more of productive 
channels are found there is no use for these stored-up treasures. 
However assiduously the campaign may be conducted against this habit 
still it is impossible to envisage any practical date when it can be 
stated that the people are completely free from this unwise propensity. 


» It might 80 happen that gold cmt in cironlation might he hoarded and people might 
laseconBdence m the gold apecie standard itself although gold coins are availahle for c^a. 
lionorhMrdhg. Thu is the experience of American cunenqy nnthorities in 1938 . See 
my attielc. Ammoa’s Abandonment of the Gold Standard." Indian Journal of Eco- 
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The process of changing this habit in India must perforce be a slow 
one, The remarkable degree to which the use of notes has developed 
in this country during the last few years makes one confident of 
ultimate success. But the increase of the deposits of banking insti- 
tutions depends absolutely on the development of the banking habit 
and without banking resources a successful economic life would be 
impossible. The dominant need of India to-day is fresh credit for 
productive purposes, even though this means more money in circulation 
and more deposits in banks. We may soon have some need to exer- 
cise some restraint in the exportation of our capital resources abroad 
if we fail to develop enough capital resources for our internal produc- 
tive purposes. 


List of References. 

1. Statesmen’s Tear Book (Statistics on Banks). 

2. League of Nations Memorandum on Commercial Banks, 
1913-29. 

3. Hilton-Young Commission — ^Evidence of Witnesses, Vols. IV 
and V. 

4. J. Sykes, “ Amalgamation Movement in English Banking.” 

5. Beport of the Bombay Committee on the Rehabilitation of 
Government Securities, 1919. 

6. Annual Reports of the Controller of Currency. 

7. M. L. Darling, “ Busticus Loquitor.” 

8. The Whitley Commission on Labour. 

9. The Royal Agricultural Commission, Report. 

10. B. E. Eau, “ India and the Future of the Gold Standard, 
in the “Ganga.” 



CHAPTER XVIII 


Baneuvo Management 

TIib personnel of Ibe Bonk Bsecntive-Directots. Monogers and Shareholders-Japan o 
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Scoreiiy of gold and attempts to solve it-Perfec ion of the indices to be employed in the 
price-stabilisation discount policy or monej incomes stabilisation policy 


The Personnel of the Banh Executive 

The foundation of a joint stock bank’s snccess is solely dne to the 
body of directors, the managers and the trained staff of banking offi- 
cers who work under the immediate orders of tbeir supenors In 
India the banking system is generally under the control of the esecu 
tive officers who are styled ’'managers’ and in some cases "Managing 
Directors” if they happen to be directors also at the same time 
The bank share is not a popular means of investment * as yet with oui 
public It would not be far from the truth if it were to be stated 
that bank shares are not usually in the hands of small middle-class 
investors as in the case of the United Kingdom The following 
figures published in Walter Leaf's Banking are \eiy instructive 


The callable and reserve liability which u gcneiuUy attached to the Isdian Bank 
a iatcs.nd their Urged no ninations have precludei the smaller capitalists from seiurin- 
these shares In Overroas and Foieigu Banking the case is often otherwise The shares 
arc of manageable amount and the ten len-y is to reduce the uncalled or resene liabilitv 
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Name of tbe 
Bank. 


Barclay’s 

Lloyd’s 

Midland 

National 

Provincial 

Westminster 


Faidup 

Capital. 


15,592,372 

14,322,956 

11.976,980 

0.479.416 

9,051,718 


No. of 

AinoDDt of arerage 

Holdings. 

Bnldings. 

Nominal. In Market relu 


£ 

£ 

51,011 

306 

790 

55.668 

258 

774 

57,250 

209 

750 

41,603 

225 

684 

69,682 

130 

592V 
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It has already been slated that neither the shareholders nor tbe 
directors of the joint-stock banks are aware of their proper duties. 
The directors do not consider themselres as “trustees" of tbe deposi- 
tors also. They have never opposed the i-ednction of the dividends 
nor have they suggested to the shareholders the foregoing of 
dividend whenever they considered either of these policies in tbe 
interests of the depositors. 

While the Board of Directors meets occasionally and works 
through Select Committees for dealing with special aspects of 
business, the daily management of the work of the bank is Bolely 
in the hands of the manager or the managing director who is solely 
responsible for the successful working of the bank and for tbe super- 
intendence of the bank officers. Although our present situation as 
regards the executive officers is not so deplorably hopeless as in the 
past still there is a lack of trained bank managers possessing complete 
knowledge of banking theory and an adequate amount of practical 
experience. The Indian Industrial Commission observes — “ that 
there is a lack of trained bank employees owing to the absence in 
the past of facilities for commercial education and of any reguiir 
system of training Indians in banking work while tbe country folk 
are not alive as to the advantages of organised banking." The 
Dahore Committee says “that there is a strong need of promoting a 
knowledge of banking systems among the people and it emphasizes 
the necessity of training people in banking work. Pandit Madan 
Mohan Molaviya says— “the Government of India should take defi- 
nite steps to impart the best instruction to young Indians in banking 
through the best teachers it can appoint.” According to him one of 

* jE20diares,^5paid, • JEI share folly paid. 
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the rivaetogee of . Stole Seek ehoeld be the pwriding of Mitiee 
for training Indians in banking work. 

Pandit Malaviya instances the marvellons development of Japan 
and its people in the banking business. “At the time of the Itestora- 

tion in 1860 there was complete ignorance of the methods of finance 
or of banking or of joint-stock companies. Notional economy and 
notional finance were both in a perilons condition." To remedy this 
condition a Commission under the Presidency of Prince Ito was sent 
abroad to study the working of tbe financial institutions of the pro- 
gressive Western countries. The Commission studied the conditions 
prevailing in Europe and were much impressed by Walter Bagehot’s 
effective reasoning for independent banking reserves. On its recom- 
mendations national banka modelled on the American National 
Banking System were organised. Finding out the defects of the 
system during the course of a ten years’ trial the Imperial Bank of 
Japan was established in 1882 as the Central Bank looking after the 
banking system of the country. At the present time separate 
banking institutions deal with the different kinds of banking business. 
Bn passant it might alsi be pointed out that monetary difficulties 
including cunency depreciation which were so acutely felt during the 
Shogun regime disappeared as a result of a foreign loan and the bank 
notes issued by the Central Bank. Thus Japan's example clearly proves 
that monetary reconstruction is nothing but banking reorganisation. 

The prime requisite for possessing a good banking system is to 
have a number of persons who have had a good grounding in tbe 
theory of banking with a fair amount of banking (practical) know? 
ledge in some of the different banking systems of tbe foreign coun- 
tries. Baron Sbibusawa says that the success of the banking system 
in Japan was due to such preliminary training in banking.* Sbirras 

* Before conclodiog Ihe es^ay the writer oaonot refrain from esproeeing hie profound 
aatisfaetion at the fact that tbe email epring of bap.bing burinese which liae been so ineigni 
Scant at the time of the Restoration has hy a gradual process of accretion become a broad 
and navigable nver as it is now and his conviction is that this is the result of having follow- 
ed tbe example of European and American nations. The Japanese are very grateful for the 
valuable services of Mr. A.A. Shand, now a director of the Paris Bank, London, who came 
to Japan at the invitation of the Issue Department in 1872 acted ns the adviser in banking 
to that department, wrote valnable books on banking, instructed young Japanese in that 
hne and thus paved the way foe the development of banking bnsineis in that country. See 
Count Okuma,— “fifty Tears of New Japan," Vol. I, p, 858. 
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echoes the same opinion When he says, “Just as the trained teachers 

are of first importance to Indian Education at the present time so are 
trained officers in sufficient numbers to Indian Banking.” » At 
another place he says, “without trained lealers the banking army will 
never win a victory and we shall have to depend almost entirely on 
that hard-working body of men who bring to the East the banking 
wisdom of the West.” He recommends “that our Universities and 
the colleges working in greater co-operation with Banks should do 
more than they have done in the past.” 

Even in the United Kingdom the heads of the great banking 
establishments are not satisfied with the quality of men who are 
being attracted to the bank offices. Although there is a banking 
career existing there attemprs are constantly made to attract the best 
possible men to the banking business. As Walter Leaf says, “the bank- 
ing career must be placed in a light so as to be on a par with the 
most lucrative professions existing now.” ® 

The late Lord fi'aber, the President of the Country Bankers’ 
Association said that “the banking career should be placed on a 
footing by which it will compare favourably with any of the learned 
or professional careers in the country.” His suggestion was that 
“youths” already in banking service should be given scholarship 
to enable them to take a full three years' University course in 
commerce as part of their career. * 

In future increasing attention has to be paid by the Indian 
Banks while recruiting their Indian element in the banking staff. 
It should be remembered that “the English Banker in India is not 
always all that can be desired of a banker. He is lacking as much 
as the Indian banker in that superior realisation of the nature and 
object of banking. It is an open secret in the money market that 
sometimes ‘X,’ the Manager of the Bank, “Speculates in the name 
of his personal assistant in the shares of the company and how 


6 G F. Shirraa, Indian Fionnco and Banking, p. 43i. 

6 See Walter Leaf’s Presidential Speeeb at the Annual Meeting of the Parr’s Bank, 

7 See bis Presidential spceoh at the Annual Dinner of the Institnto of Banke^lOW- 

Therein he relates how American Banks reoruit their clerical force from the Publio Bohoo s 
of New York. See also L.M. Minty, "English and American Banking Methods. 



491 


BAKKIUa MAKAGEfflENT 


the Secretary of the Bank ‘B,’ gambles in cotton. That neither 
.r -r i. e«BT to»oa oat speoko ma«a highly th. porteton 
Of his education in so condncting his operations as to leave 1 
any evidence that coaid be accepted in a Oonrt of Law. Sa^sorb of 
men cannot be the requisite models for our Indian Officers to 


* As we find that even the European bank official is not the ideal 
one, for, there is a lack of touch with the feeling of the people and 
au insaffioieut appreciation on their part of the “vital interests” of 
the ® country we should lose no time in preparing and training men of 
our own country. The sooner we rectify this defect the easier will 
be the task of obtaining for India a financial ascendancy to which she 
is justly entitled by virtue of her natural resources and great financial 
strength. The formation of debating societies, the equipment of an 
up-to-date library in banking offices, the granting of scholarships to 
bank officers to proceed to Europe and America to learn the practice 
and methods of commercial and co-operative banks and the transacting 
of foreign exchange business * and the contribution of articles by 
senior officers of banka in banking Journals to give the benefit of 
their experience to the junior officers are some of the measures which 
have to be andertaken by che banks to improve the knowledge of 
their staff. It is false economy to rely on an incompetent and in> 
sufficient staff. 


* Seo Tdndaa and Sbah, "ladma Binking and Ouiteot^ Ploblems," p. 24X. 

^ Tbe most important thing that ihs modern bants \roald have to note is that t h f” 
Entapean ofiicecs ate trained onlj to entloato the standard shares of joInt'Stock companies 
or Goroniaient promtssor/ notes qaoted aa tb« Stoob Sxdbaage or other na gotjabl fl secoiitiea. 
A» these \nmld not be svsilable In tbs ioteijor they mmid be unable to tender any 
service to banks in this direction. If interna] trade is to be adeqnatoly it can only 

heforthoomingasaTeeDltnf divowintiag ptomissoiy notes of the mofnssit wholesale-dealers- 
As snob negotiable secarities ate unattainable ia this country the dependence on an ei^ert 
Bnsipean staff formofnssil banking is absolctely nowise. (Since IheveJines have been 
wiitten there are several Indien offimrs trained from' tbs lower ranks in idurge of important 

posts in several of the branches of the Imperiel Bank of India.) 

“ ^ is whet most of tbe Loan OfSccs in Bengal do at present. Even the ditectors 
owe allegiaiice to several professions besides 'baniang. lEhe Doctor-Director, or the 
Engineer-Director cr the Lawyer-Ditetlor can hardly do jnstice to so inanyironsin the 
Bw. The improving of book-keeping and business methods is also easeathl and instead of 
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A Banker's Association, 

The friendly intimacy and comradeship engendered by the presence 
of several banks in the Banker’s Clearing House has home fruit in the 
varwns Associations that have been started in all countries where 
banking progress has reached an advanced stage. The credit of start 
ing the first Institute of Bankers belongs to Scotland. It was started 
in 1875 and to-day it has on its rolls about 4,022 members. The 
Institute of Bankers in England was started in 1879. It has now a 
membership of about 23,000 in round numbers. The Institute of 
Bankers in Ireland was started in 1898. It has on its rolls about 800 
members roughly. These Institutes consist of the officials of the 
banks in the country. Strong bankers’ institutes have been started 
in Canada, Anstralia, and South Africa on the model of the English 
institutes. The American Banking Institute has 160 chapters in all 
parts of the country. About 54,390 members are engaged in some 
department or other of banking business. These institutes have 
carried further the idea of the bankers’ associations which aim at pro- 
viding a common platform and a meeting place for the various banks 
to assemble and discuss their common topics. In Grermany there is a 
central federation of banks and bankers to discuss banking topics.^’ 
In America there is held every year an annual convention of the 
American Bankers' Association. All interesting developments and new 
departures in banking methods are keenly discussed. 


depending on one or t\ro clerks to perform Urn sole bnsineas there shonld be proper division 
of labonr and expeditions eorvice tendered to the depositors and cnstomera. Enconragement 
of short-term deposits, discounting of bills of exchange, cheques and ptomissoiT aotes 
backed by 2 boainessnien and provision for cbeap remittance to other places would have to 
be provided and these oannot be done by the single olerk— the maid of all aervice as be can be 
termed. A new orientation which ia so essential for the smaller banks to adapt themselves 
with the ntinneiTig times, cannot bo brought about in the abunoe of managers, directors 
andofBoers who know bsoWng and wbcJehesrledly devote themselves to it eschewing ail 
other avocatioDs. 

U Soioe of the rosolotionB placed at the recent hanking Congress held at Berhn urge tne 
reduction of the saministrstive costs of the banks. Another considers the number of banks 
in Germany as too great. Another leqmtes the restoration of legislation conoemiog banking 
aecreoy. Another points out fliat bank credit should be granted on first class secmrily only lor 
economically productive purposes. Besides these resdntions several interesting papers oonoem- 
ing the economic sitoation of Germany have been read at the Congress. 
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Other Aims. 

The saitability of rates charged by the various banks and their 
co-operative adjustment so as to eliminate competition and rivalry is 
one of the chief objects of these associations. Measures for banking 
reform and legislative proposals afiFeoting the banks as well as their 
suitability or non-suitability to domestic conditions are fully discussed. 
A knowledge of the science and art of banking is imparted to the 
banking officers by means of lectures, classes, libraries, debating society 
and reading rooms provided by these associations. Well-condacted 
Tnn g aginwa discussiug foreign banking methods and improved innova- 
tions are the usual official organs of these bodies. 


Which Example to follow! 

Now that an Institute of Bankers has been started in this country 
it is essentia] for it to copy the progressive American model, viz., that 
of the Canadian Bankers’ Association or the American Bankers* Asso- 
ciation of the n. S. A. These go a step further and perform the 
following functions in addition to the work of propagating sound bank- 
ing methods and instilling the ideas of common fraternity in the minds 
of the bank officials. The Canadian Bankers' Association looks after 
the note circulation of the various banks. It bolds periodical examina- 
tions by means of its inspectors of the bank's position as regards its 
note circulation and reserve. It undertakes the work of liquidating 
all failed banks. The Canadian banking law compels every recognised 
bank to become a member of the Association. Its headquarters are in 
Montreal in the Bank of Montreal building and its executive officer is 
the Secretary-Treasurer. The expenses incurred by the Association on 
account of a suspended bank are of course a charge against the assets 
of the bank. The Clearing Houses in the Dominion are subject to 
regulation by this Association. It undertakes educational work by 
providing for lectures, competitive paper examinations, etc. The 
Journal of the Canadian Bankers’ Association is a monthly publication 
serving as a great educative factor among the bank employees.' » 


i* See J. P. Johnson, ®ie Csnsaian Banking System.’ 
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The American Bankers' Association takes a keen interest in 
agricultural education. It advances money for buying a cow The 

loan is to be paid out of profits arising out of the sale of its yield. It 

is stated that one boy obtained a profit of $100 out of this method of 
advance. It awards prizes and gathers all adult farmers at its luncheons 
affording them an opportunity to discuss their own affah-s. Canada is 
following suit and adults as well as children are taking great enthu- 
siasm in agricultural practice. The Agricultural Commission of the 
American Bankers’ Association is advocating a “national drive ” in the 
providing of new roads and pushing sanitary improvements by propo- 
sing to vote $200,000,000 for this purpose. All this is to make coun- 
try life prosperous, and with the peasants’ prosperity in the ascending 
scale the bankers would be obtaining greater deposits and more working 
capital for their business. The protective department of the American 
Bankers’ Association has successfully prevented the criminal depreda- 
tions against banks. 


Same .Notable Results. 

It is true that even in the United Kingdom the idea of fraternal 
relationship which has been developed by the Bankers’ Associations has 
permeated the mind of bank officials in England who have formed 
themselves into the Bank Officers’ Guild. It consists of all bank 
officers. Its object is to protect the interests of its members and to 
improve the knowledge of the junior members. To establish closer 
contact between the superior officers and the younger members of the 
staff is another useful object of these guilds. Banking has been recog- 
nised as a distinct profession with its own policies and traditions. 
The wider interests and responsibilities of the bank are clearly grasped 
so that the old narrow profit-grabbing motive is slowly yielding to the 
higher ideals of national development and material progress of the 


13 See Dr. L. M. Minty, *' English Bonking Methods." Each large bank has 
•internal guild’ and negotiation between the staffs and Boards of big banks 
through the mediatiim of internal guilds. There is a Joint Council of thew guilds whi^ 
eecuies similar conditions of service in the different banks. 

partakes more of the natnte of a oommoo trade union is practeally a monbund institution 
it is not a tborpugWy representative body as yet. 
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community as a whole. Banks are well-conducted and a spirit of noble 
emulation actuates all the leading concerns. National credit is guarded 
carefully and as a result of the better understanding of the true 
principles of credit, currency and capital serious panics have become an 
occurrence of the past. Crises still occur but the rude shocks of 
sudden panic are prevented by the excellent management of the banks. 
This is solely due to the class consciousness created by the Bankers’ 
Association and the better understanding of the principles of banking 
profession which is only an indirect result of the educational propaganda 
of these bankers’ institutes and associations. 


One Such Association Needed. 

If such are the manifold advantages that can be realised from the 
successful functioning of a really progressive Bankers' Association no 
time should be lost in starting such a progressive institution in this 
country. The Eastern Exchange Banks have an association of their 
own wherein are represented some Indian joint-stock banks conducting 
foreign exchange business. The indigenous bankers have their own 
associations but there is no common platform or meeting ground for all 
bankers, the old and the new, the immigrant and the swadeshi, the 
expert and the amateur, to come into contact with one another. As 
the Lahore Advisory Committee to the Indian Industrial Conunission 
says, " there is no association to look after the general policy of 
banking development as a whole." 


Suggestion. 

It is highly imperative that the newly-created Bankers’ Institute 
and the All-India Bankers' Association should bear the following points 
in mind. They should not only endeavour to be thoroughly representa- 
tive of all banking interests but meet frequently so that they may 
afford scope for the free interchange of knowledge on matters that 
concern them all and such procedure will not fail to benefit all the 
banks individually and the Indian banking system as a whole. 

Besides undertaking the dissemination of sound ideas the sugges- 
tion of useful reforms in banking practice and law and the spread of 
profitable knowledge it must be its sole object to serve an educa- 
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tional force at work among the bank offices. It has to undertake a 
coarse of lectures corresponding to the “ GUbart Lectures ” of the 
Bankers’ Institute of London to tackle problems of Indian banking and 
arrange for the delivery of useful lectures to enable bank clerks to grasp 
the theory, practice and law of banking. Its monthly magazine 
entitled the Indian Bankers’ Magazine must devote itself to all recent 
improvements of foreign banking methods and discuss the feasibility of 
applying them to Indian conditions. This is the best practicable 
measure that can be undertaken at present to improve the wisdom and 
knowledge of our bank officials. Incidentally it can do much in the 
collecting of useful banking statistics that might be of help to any 
future economist and historian. The periodical publication of balance- 
sheets can also be arranged for. The successful functioning of this 
Institute of Indian Bankers would undoubtedly lead to a unity of policy, 
the prevalence of common sentiment among the several banks, the 
enunciation of sound and high standards of banking and would soon 
create a spirit of entente cordiale between the Indian-managed and the 
European-managed hanha. It must co-operate with other educational 
institutions in the country with the object of creating wider knowledge 
of modern business methods, thus initiating the march for secured 
orderly national progress. 

An Improved Form of Balance-sheet common to dll Banks. 

We have now reached a stage at which it is easy to realise 
that banking success depends greatly on expert executive manage- 
ment. But the question of farther progress greatly depends on the 
amount of confidence it can inspire in the minds of the public. Many 
of the Indian banking institutions have not as yet realised the tremen- 
dous advantages that would accrue to them by the “ light ' of 
publicity being thrown on their affairs. If only they exhibit facts and 
figures concerning their rapid growth something can be done to 
attract the deposits of the people.' * The present balance-sheets of our 

M The facts should nob be considered in the light of institutional secrets. A sysiemstic 

publication of these by the advertising department of the banks would enable the peope 

Lat the banter and inetead of locking up Iheir funds in unproducUve enterprise the peopw 
would willingly deposit thehr money in the banks. 
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banks are scaucely intelligible to the ordinary reader They have not 
adopted a telling balance-sheet the fignres of which are replete with 
information Unless this is dona the outsider will not be attracted to 
the bank much less will he care to deposit his savings therein 

A peiiodieal publication of balance sheets of tire type recommend- 
ed in the chapter on banking legislation will contribute much towards 
the euhghtenment of the people as regards the condition of the bank 
and the valuable searchlight of public criticism can probe deep into 
the parts and produce much beneficial effects and bring about a 
substantial improvement in the bank's position It is a matter of 
gratiBcation to record that the English jomt-stock banks ha\e realised 
the necessity of publishing a monthly balance sheet according to a 
set-type and the Lloyds bank, one of the Big Eive, has been publishing 
a more informative balance sheet than the standard advocated in the 
Cunliffe Committee’s Report 

Agam a comparison of these uniform statements of different banks 
published simultaneously would afford a reliable basis of criticism 
These publications serve as an excellent means of self education for 
the banka The mutual criticism of the banks might result in a 
uniform policy of business management So it is highly desirable that 
all the banks should send m their monthly statements to the Bankers' 
Journal which has been recently started They can even be publi'«bed 
in the local gazettes No reform is more desirable than a uniform 
balance-sheet drawn up on identical lines for all banks and this should 
conform to the type recommended elsewhere in another chaptei or it 
should be arrived at by a common agreement amongst the banks 
themselves 


Pamphlets to educate the Customers 

The general policy of the banks must be directed not only towards 
giving full information to the customers as to the state of the volume 
and nature of the commercial credit granted by it but it should be its 


** The balance dieet of the Cential Bank of India publi&l ed on Slat December, 1923, is np 
to the mark in this sab ect and the graph illusteiting the yearly progress la to be commended 
AH otlw joint s^k h inks ahonld follow ito lead in Ibis matter Since these lines were 
written the Dawsons Bank Ltd, had been pnblishing " a b-ilance-sheet that nnj man can 
easily understand It is a pity that other banks do not emnlate their nobli«esBmple 

63 
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aim to issue brief surveys of finance and industry to all its customers 
just as the Lloyds’ Bank or the Barclay’s Bank and other big joint- 
stock banks of New York do. Our banks should issue private 
circulars in vernacular to its business customers and banks informing 
them briefly as to the actual condition that prevajls at the leading 
industrial and produce markets and have short and pertinent articles 
on current topics of finance. This is one of most potent means to 
help the branch managers to keep abreast of the times. 

When the bank circulars reach the rural masses it is quite possible 
that they would realise the utility of banking institutions and cultivate 
business relations with them. 

The progressive policy of the American banks is worth imitation. 
The pamphlets of some of the American banks educate the customers 
as regards the best methods of accounting so as to reduce business 
death-rate. Some of the American banks have produced a crop of 
bankers and bankrnen who were prepared to speak to the olubs and 
associations and impart sound economic and banking knowledge. 
These are doing much to make the farmers consider farming as a 
business proposition and some of the American banks undertake to keep 
the farmer’s books. This is one effective method of attracting 
customers to the bank. American banks pay much attention to 
propaganda and publicity. They never lose an opportunity to remind 
the people of their utility and bring their banks before the public by 
formal address at works at the dinner hour and a judicious use is made 
of advertisement through the Press and picture houses, by the issue of 
calendars and through publications. They always work on the 
principle that " the bank has to come to the people and not wait for 
the people to come to it.” 

It is the duty of the Indian joint-stock banks to adjust tbemselves 
to the changing economic conditions. It lias been pointed out 
elsewhere that dependence on European banking interests and purely 
commercial banking as we witness in present-day conditions should be 
changed. With the increase of banking capital and expansion of 
Indian trade, Indian banks should strive to make their economic 

16 The Oentrnl Bank of India lias again taken the load in this matter. It iaraes 
notes of oducative interest to the staff so that a more efficient and expeditioua service might be 
icndorcd to the prfhiie. Those notes were first issoed in December, 1922, 
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position eelf-contained. They must strive to accomplish more in the 
future by the perfection of their executive management, use of time- 
saving machines which relieve them of personal expenditure, of time 
and effort, systematic business organisation and familiarise the people 
with modern credit instruments such as bills of exchange which are of 
very valuable service in securing liquidity of financial position in 
industry and trade. They must attempt to develop a highly perfected 
credit organisation and through credit control relative price stabilisa- 
tion can be secured so that a stable and successful economic life can 
be ensured. Since the time when it has been disproved that credit 
stabilisation is not the same thing as price stabilisation " monetary 
reformers have been concentrating their attention on price stabilisation 
and propose to achieve it by the creation of a Central Bank of Issue 
and delegate to it the task of controlling credit with the avowed 
intention and sole object of conferring relative price stability on the 
country. The securing of a credit policy which will stabilise the level 
of money incomes is the best monetary policy for a country. An 
inflation of credit as well as wastage of idle bank deposits have to be 
eliminated. A Central Bank can secure this policy quite easily. 

The Utility of a Central Banking System, 

Before the recent war the utility of the centralised banking 
system was only half-understood. The efficacy of even the reserve- 
discount policy was not realised by all countries. It was after mature 
deliberation that the United States of America discarded the decen- 
tralised banking system in favour of the centralised banking system 
but she managed to secure the real spirit of the system without the 
existence of a Central Bank itself. England, the European continental 
countries, Japan and the U.S.A, alone possessed this system and as a 
result of war-time experience not only has the centralised banking 
system been developed in some of the sell-goveraing Dominions of the 
British Empire but also in a large number of the South American 
States, m the Austro-Hungarian succession States and the newlv 
created Baltic States, 


» Momorandam on Central Banka by .the League of Nations. 1021 Issbo, p. 8. 
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It is true that in 1923 the Canadian Federal I^arliament failed to 
enforce the idea of the centralised hanking system but at last the 
Canadian Central Bank is going to be started (1934). Both New 
Zealand and the Indian Empire would have new Central Banks thus 
establishing a chain of central banking units which might enable the 
framing and carrying out of a broadly conceived Imperial policy in 
monetary and financial affairs. 

The economic events which led to tbe adoption of the Central 
Banking system in the Union of South Africai the Dominion of Australia 
and Italy and Soviet Bussia need not be recounted here. In almost all 
countries the Central Banks combine the issuing of credit and 
Treasury functions in their hands. Tbe war-time and post'War 
experience shows that a proper co-ordination of the financial institu- 
tions, a really effective and unified control over financial operations, a 
national bank note currency which is convenient and elastic at tbe 
same time, steady monetary conditions over long periods and a rational 
control over the inflationary tendencies of bank credit and speculative 
commitments of tbe public on the stock exchange, can never be 
obtained in the absence of a Central Bank. Hence the recommeoda- 
tion of the Brussels International Financial Conference for the found- 
ing of a Central Bank of Issue in all countries which do not possess 
one such institution already has ample theoretical justification 
for it. 

But the modern currency reformers do not desire to restore the 
Central Bank of Issue back to the inactive but honourable r61e of a 
mere '* hank to the other bank’s or a " reserve bank ” usually out of 
the money market but watching it with a providential eye from its 
Olympic heights. These reformers seek to stabilise prices and in order 
to attain this ideal the pre-war aloofness from the money market is no 
longer advocated. The Central Bank of Issue in conjunclaon with the 
Treasury should aspire to regulate credit and currency in such a 
manner as to secure a stable standard of valae. The old reserve- 
discount policy or the policy of indiscriminate creation of credit has to 


M See Montlily Review of the Midland Bonk, May, 1984. 

M See the XIV BeaolDtioo of the OomaiitteB on Oarreww end Ewhange, Brosiela Inter- 
national Financial Conference. 
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1» d^crded for the Bt»b.l.«tl.oo of eroheojee, prrcee or mooe, locoooe, 
or economic stabilisation policy 


The New Meantng of Stdbibsation 

The Idea of stabdismg prices became a topic of international 
discussion jnst prior to the war and Prof PiBher's plan obtained 
approval of the leading economists in America and Japan si But the 
relative stability of the value of money over the long period of tbe 
XTX Century s® v^as considered as “ part of the social fabric ” and 
even economists advocated a policy of latseee fam in the field of 
money As fluctuations in the value of money were limited to a 
small s® range no great enthusiasm for currency reform could be evoked 
by Prof Fisher’s proposal 

The economic earthquake caused by using prices doling and after 
the War once more brought this problem to the forefront of economic 
discussion This time it was not " academic amateurs "or ** human 
bookworms " that started the discussion but men of business, 
politicians and financiers took keen interest in this matter All these 
people realise that " they can no longer afford to leave the price-level 
to the category of which the distinguishing charactenstics are possessed 
in different degrees by the weather, the birth rate and tbe constitutidn- 
matters which are settled by natural causes or are the resultant of tbe 
separate action of many individuals acting independently or requiring 
revolution to change them ’ In America they have recently started 
the National Monetary Association to discuss measures to attain a 
stable price level in the United States of America. The Pollock 
Foundation for econonuo research undertakes a study of events result- 
ing out of monetary measures The other oountnes are not lagging 


« See A. D Gayer, Gold aod Monetary Btabihaation or the Colnmbia Unirereily 
Commisaion B^ort 1934 

A See Bjsher, “ The Stabilising the Dollar 

»* ^proximately the same level of pncea ruled in or about tbe years 1626,1841,1066, 
1862 1867 1871 and 1916 Prices were also level in the years 1844, 1684 and 1914 See 
&ynes •* Tract on Monetoiy Beform or W T Layton, "Jntrodnetion to the Study of 


“Even during the Napoleonio Wars and the penod immediately enccceding them the 
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behind. Profs. Gassel and Wicksel of Sweden, Prof. Charles Gide of 

Prance, Profs. Pigou, Keynes and B. G. Hawtrey of England, Prof 
V. Stuart of Norway and several other distinguished economists are 
keenly discussing the problem of stabilisation of prices. Before the 
Brussels Conference as well as the Genoa International Conference s* 
this question was uppermost in the m'inds of the delegates and 
experts that took part in the discussion. 

The primary advantages or “ happy result ” of a cowiporafioc sfa- 
bilisation of prices is the stabilisation of the labour market and the 
maintenance of a steady output of industry leading to the social well- 
being of all classes in the community.s*" It has often been thought 
that a steady price-level connotes stagnation of industry, a rising price- 
level denotes stimulation of trade and business expansion 
and a falling price-level spells ruination to the business people. 
Beyond a certain degree ss a continuous fall in the price-level renders 
the production of commodities particularly those of a more durable kind 
such as constructive goods an economic impossibility. Though the 
price-level exerts a certain amount of influence on businessmen yet the 
inner springs that control the economic motivation on the part of the 
businessmen lies inherently in their business talents and acumen rather 
than in any outside factor like prices. As (now Sir) W. T. Layton rays 
'^rational productivity depends much more on the advance of science, 
discovery and on the training, education and propaganda and organi- 
zation of labour than on the rise and fall of prices.” He instances the 
progress in metal industrieb as Iron and Steel during periods of 
depressed prices. 


See the First Besolation of the Finsacial Conference. 

«* It is nob absolute rigid fisiiy of prices that is meant by a policy of price rfabilisBtion. 
It aims nt the realisation of s flexible system under which sodden changes in price-level am 
pnrented by occnrate, far-sigbted knowledge of demand and control over prodnction m 
ocooidance with demand. The aim is not to prevent changes in prices but to put an ffld to 
evils arising out of fluctuation. Enough flexibility should exist to allow for variations in fts 
general prices, changes in the cost of production and shifts in demand." See p. 6. ^ ta sa ^ 
tion of commodity pricee. Volume of the Aunels of the American Academy of Po itica an 
Social Sciences edited by C, P. White-Sepr., 1928. The same conception is aUo expresad V 
H. Withers when he ssys "we want prices to rise or fall as little as is reasonably possible and 
stability in paying power is a gnolity that is much to be derived from onr money. 

K See T. yeblen, "Absentee Ownership," p. 129. 
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There is almost a consensus of opinion that rising prices are to bo 
preferred to the falling ones. The businessmenso and the bankers are 
emphatic in their declarations for a regime of rising prices. Eising 
prices mean rising rates of interest and increasing profits. Eising 
prices expand productivity and furnish scope towards the expansion of 
bank credit. Businessmen have to make fixed payments on wages and 
interest on borrowed capital and hence they make less real payments 
than before. This improves their position and inspires confidence in 
increased activity. The greater activity of a few successful business- 
men has a psychological influence on the other indnstrialists and tends 
to produce an all-round expansion of industry. On the other side the 
wage-earners and creditors who get fixed income Buffer. 

Several of the economists have argued on the injuries resulting 
out of regime of rising prices and do not like the “illusory prosperity” 
of brief periods of feverish activity. Dr. Marshall has shown that the 
benefits of rising prices are doubtful. He remarks that “one wants 
very much stronger statistical evidence than one yet has to prove that 
a fall of prices diminishes perceptibly and in the long run, the total 
productiveness of industry.” Dr. Lechfeldt^^ remarks that “depression 
of prices, interest and profits are consistent with prospeiity for the 
employee would get more and the employer less” and this is not a bad 
thing in these days of unequal distribution of wealth which is at the 
bottom of all socialism, syndicalism, and other “isms” which aim at 
the express removal of this inequality. The improvement of industrial 
technique, the enforcing of rigorous attention towards detpils, the 
weeding out of the less capable managers,*® the centralisation of econo- 
mic power in the hands of the competent few and the enforcement of 
caution on the part of investors can result out of a depression and a 
period of low prices.*® A boom in prices and consequent industrial pro- 
duction is not at all favourable either to the producers or the labourers 
or the consu ners. As Pr jf. Mitchell puts it “prosperity is less favour- 
able not for lack of funds but for lack of lime and attention.” Several 


So long as fteBlowly falling prices confer large buying power even the businessmen 
d j suiter. This is often ignored by those affeotod," says H. Withers, •'Money.” n 

« See B. L’chfeldt, '‘BesforaHon of World's Ounanciea." ^ ' 

® Bee Prof. A. W. Eluv, '■ Economic Prinoiples," Chapter XIII. 

» Bee W. 0. Mitchell, Business Cycles,” pp. 607-609. • ’ 
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other economists such as Dr. F. Simiand, Prof. A. Aftalion, and Prof. 
D. H. Eobertsou^i have clearly shown that in the period of boom in 
prices the aclual production or output of the workers falls. This has 
been the case in the coal industry, iron mines and the dock labour. 

The pre-war economic ideal as regards the desirable level of prices 
can be best expressed in the pregnant language of Dr. Marshall : “Under 
an ideal currency system prices should fall at such a rate that fixed- 
salaried men should secure a fair proportion of man’s increasing control 
over his material improvements " It is now no longer fashionable to 
consider rising prices as a “tonic, stimulant, or rise in temperature” 
speeding up activity. It is not germane to this topic to discuss the 
influence of changes in prices on the industrialists, the wage-earners, 
and the fixed-salaried class or on investors and the creditor and debtor 
classes. While this topic has been discussed in detail in the past suffi- 
cient attention has not been drawn to the advantages of a relatively 
stable price-level. There is nothing in a steady price-level which is in- 
herently antagonistic to healthy industrial expansion. The stability of 
prices acts as a healthy check on the undue expansion and reckless 
promotion of worthless undertakings which are too often undertaken 
daring the boom days of record prices. As long as the businessmen 
succeed in gathering “windfall profits’* — out of unexpected rise of 
prices, they become the target of attack and various remedies such as 
“subsidies, price and rent-fixing, profiteer-hunting and excess profits 
duties” are resorted to for transferring a large part of these “windfall 
profits” to the State and through the State to the community in the 
long run. Steady prices mean “normal profits" other things being 
equal. Even the bitterest enemies of “capitalism,” admit the necesaty 
of proper payment to “capital,” for without capital society cannot hope 
to live long ; labour must perish and production would fall to a low 
ebb. 

Another advantage of stability of prices lies in the tendency to 
eliminate the piling up of huge stocks which ultimately results m a 
glut as consumers cannot respond quickly to this abnormal rate of 
production. The stabilisation of prices naturally brings about a slow 


31 See his "Money," p. 123 et seq. Altbongh be gives this example on the whole 
»t opinion that gently rising price-level in..y produce the best sttainable results nc 
for the producers but for the community as a whole.” 
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but steady expansion of industry which would not only imnimise e 
ODtpDt in aie^nng mn tat gnawntee » stotay l«el o! anpIoyiMBt to 
the wnge^mem Bmng price, yidd pn^t. cut ol their own wMrd 
and the temptation to pocket proflle i. so atrong that competing bnm- 
nessmen rival each other in expanding their huameas leading to better 
employment and overtime work for the labourers But when the in- 
evitable trade slump appears, half time work and dismissal are the 
undesirable consequences facing the labourers 

It IB not industry alone that would be benefited The existence of 
the investing classes of the soeietj , namely, the holders of mortgages, 
bonds, debentures, and preference shares would be at stake if prices 
were to abruptly alter from day to day Stability of prices or the 
value of money would give distinct encouragement to the investing 
class to pile up large fortunes and as Prof Keyne says, '* the invest- 
ment system has made possible all the material tnnmphs which are 
now taken for granted The morals, the politics, the rehgion, and the 
literatui'e of the age joined in a grand conspiracy for the promotion of 
saving God and mammon were reconciled Peace on earth was estab 
lisfaed A new harmony sounded from the oelesiial spheres ” 

Without a stable level of internal prices in any country it is diffi- 
cult to attain a stable level of exchange for as Prof. Cassel pomts out 
"the level of exchange conesponds to the purdhasing power parity " 
Prequent changes in the internal price level of a country cannot but 
influence the rates of foreign exchanges and make it impossible to seri- 
ously forecast eoonomio and business conditions. 

Having realised the advantages that a comparatively stable level 
of internal prices would confer on society, the economists and monetary 
reformers propose to attain this by influencing the monetary factor. 
Many causes, monetary and non-monetary, exercise their influence on 
the pnce-level The modern currency reformers however, aspire to con- 
trol the price level by exercising pressure on the monetary situation 
Prices generally depend on the relationship between money and goods 
The real meaning of stability of prices 18 to stabilise this relationship 
between money and goods If the stream and flow of goods entering 

** Money does not mean metallic money alone bnt the anm total of pnichasme p n-er 
TwmeWtoi^y * instraments of eredit ectio^ as enbatitote 

64 
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into the market is ascertained and if the volume of monej is made to 
correspond with this stream of goods, the level of prices tends to be 
stable. The moat useful criteria to judge the volume of production 
are the employment index and the volume of unmarketed stock of 
finished goods. 

It is a well-known fact that in our modern industrial socie^ “ tbe 
Banks create” the major portion of the purchasing instruments. The 
creation and cancellation of all purchasing power is done by the banks. 
If only this policy of creating credit or restricting credit can be con- 
trolled in the real interests of society, the main objective of tbe reform- 
ers would be achieved. The expansion or contraction of credit has to 
be so devised that the total stock of money is made co-equal with the 
volume of goods manufactured by the entrepreneurs of the society. The 
lending policy of the banks confers a boon not only on the borrowers 
of bank accommodation but society can be benefited to a large extent 
by enjoying a stabilised price-level. The lending policy of tbe hnwlfin g 
system as a whole has to be regulated with this view-point and the 
Central Bank which is the guide, friend and philosopher to the other 
banks is the proper authority to exercise this control, for the indepen- 
dent commercial banks have neither tbe commanding influence, power, 
ability nor the sense of responsibility to perform this important duty. 
The Central Bank is the custodian of the gold stock of tbe nation, the 
ultimate repository of all legal-tender reserve of tbe banks, the sole 
issuer of bank currency and the ultimate sheet-anchor of credit in all 
emergencies and if it places before itself no other ideal than that of 
serving national requirements it can secure this proper regulation 
of credit on which depends the stabilisation of prices. 


^ The supply of credit must be so regulated that no rise in prices and materially no fall 
in prices neither takes place. In order (o beep demand for credit iritbin tbe limits of arailable 
means the bank must apply interest rales fixed with that object in view but in Sieir continnal 
scrutinising of their demands for credit must also be able to effect the necessary restricfions. 
Tl e main factor determining the interest rates throughout the entire banking system is the 
Central Bank's discount rale and in addition the Central Bank naturally possesses e re^ great 
influence owing to the general advice it is able to give to private banks as to their credit 
policy. A fixed value of the monetary unit can only be kept by properly containing the 
granting of credit and principally therefore by a suitable discount rate. See Money an 
Exchange after 1914. p. 108. See also his book " The Nature and Necessity of Interest, 'pp. 
168 and 168. ^ 
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A^togtoPn,f. s.0^l ft, rtaMiringrfft, 

Keynes « goefa step further and says that » in countries where a cen- 

taLa toifttog system *«» ®”“rir’* 

.a«ntag,. B,t they n«a not top.it. They have only to *,"« » 
Stable exchange value of their currency in another country's currency 
whose internal value is quite stable." Mr. Keynes suggests that the 
U. S. of America and Great Britain should separately endeavour to 
secute internal stability of their price-levels. Other countries might 
then conveniently use the dollar and the pound sterling both nationally . 
managed non-metallic currencies, as a basis for the stabilisation of 
these exchange rates. Thus even international stabilisation of prices 
can be achieved by this method. Only if one large trading country 
like the U. S. A. or Great Britain were to stabilise their rates of 
exchange with this country’s currency not only would exchange stabi- 
lity be secured but prices also tend to be stable in these different 
countries. Though Keynes has worked out this policy in an elaborate 
manner the best exposition of this policy of attaining economic stabi- 
lity through monetary regulation and credit control is furnished by 
Carl Snyder, the general statistician of the Federal Beserve Board of 
New York. According to him there are three definite stages in that 
policy. Firstly 90 the stabilisation of the price level should be set down 
as the correct objective. A definite norm has to be established and 
three per cent, variation round this norm has to be tolerated. Secondly 


^ Prof. Foxwell sayg, " ite chief duty is to the basiiuBs world rather than to its share- 
holders and its chief purpose ie to meintain fiosnoial etsbility rather than to make profit." 

® Suppose a country ’* X " foUows the pohoy and xegblates the exchange rate with 
England by raising 40 million reserve consUling of bills and other ewhange investments 
which can be realised on the British and“X" conntry money markets. A continnons 
pnichase end ssle of sterling bills will restrict the flnetnation in the exchange value of 
the domeatie unit of the country. So long as the English price-level tends to remain stable 
at a certain form the conatiy’a prices tend to temsin stable. If the country’s price-level were 
to rise relatively to the British there would be a tendency te the country’s carreney unit to 
depiedate in terms of sterling. The sale of sterling hills can stem the tide for a time but 
the fond might become exhansted. Hence with the depletion of the fund measnies for restrain- 
ing credit have to be taken by the country 'a currency autboriiy and this would tend to 
remove the canses for the continuous depreciation. Thus if exchange stabilisation with one 
conntry. say, Great Britain or the D. 8. A., is estabUshed it naturally follows that the 
country’s price-level would follow the course of the price-level of Great Britain or the D. 8. A 
»s See the American Economic Review, June, 1023, p. 281; also the Journal of tbi 
American Banker’s Association, Feby., 1924. • 
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the principal means that should be adopted to secure this objective are 
the manipulation of the rediscount rate of the F. E. Board as done in 
1923 and the purchase and sale of securities known as the open market 
operations of the F. B. Banks. Thirdly, satisfactory information as 
regards the prices has to be gathered and forecasting indices have to be 
constructed to permit “anticipatory” action to be taken in the applies- 
tion of the above measure. This is to enable the P. B, Board to 
take “preventive" action instead of “compensatory action” after prices 
have changed. To forecast the future trend of prices he depends 
chiefly on the index of the volume of trade and the index showing the 
rate of turnover of average bank deposits. 

None can deny that the Bank Bate can control credit and through 
credit, prices. Historical examples can be quoted in proof of this 
fact. The raising of the bank rate can control credit and by restrain- 
ing credit bring above or initiate a movement towards lower prices.^' 
But this policy would be defeated if the Gnvernment would still per- 
sist in borrowing from the banks owing to its failure to balance its 
budget. The “monetary brake” has to be judiciously applied at the 
psychological movement so as to prevent the boom of which (be trade 
depression is only the inevitable result or reaction. No delay in the 
use of this weapon should be made for the rise in the price level 
might be accelerated beyond any possible restraint. 

The more jealous supporters of the Bank credit policy go a step 
further and claim that it would solve the widespread unemployment 
problem that is engaging the attention of the public mind at present 
in all countries. It is claimed that even “trade cycles" can be effec- 
tively checked by a wise and rational control of credit. Mr. Hender- 
son who expresses this view before the recent “ unemployment 


37 Taking tho Japanese banking bisloij into account we find the C. Bank raising the dis- 
coant rale from Nor , 1918, an 1 the upward tendency in prices was arrested in Ifsicb, 
1970 In the TI. S. A. the P. B. Banks raised tbe rediscount rate to 7% in May, 1920. 
Prom that date the prices have commenced tbeir downward match. In Eoglaud tbe Bank 
of England raised its disconnt rate 2% in April, 1920, and prices commenced falling since 
that date. The same is the caoe with Norway, Denmark, Pinland, Belgiom, Prance, and 
Italy. But in Germany and Austria there was no such movement in (be 0. Bank’s discomt 
rate daring 1920 and it remained practically atationary at 5 %. See the Memorandnm relating 
to Currency issued by the League of Nations. 

38 See P. G. Hawtrey, Monetary Reconstruction, pp. 123.124. 
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oonference held at London remarks as follows : ^t I* 

ed as nmther to permit the boom nor to indnce the dump when the 
Bta«e of foil aoHritj is reached, let the banka hold trade there and hold 
the prioo-level steady. The moment there are signs that a boom is m 
progreBS, even though it be merely a dond no bigger than a man s 
hand, let the brake on credit be at once imposed before any harm is 
done. The moment there are signs that a depression is nnder way let 
credit be at once offered more fully and on easier terms and then this 
vicious circle of reactions will be reduced to a narrower and narrower 
radius until it may disappear altogether.*’ Prof. E. Cannan who took 
part in the discussion emphasised on the necessity to curb the boom 
tendency or 'damp it down* but he expressed doubts as regards the 
efiScacy of the bank rate in achieving this object. As he remarks, it is 
true that "the bank rate is only one charge,*' that the businessman 
has to incur and he would not be deterred in expanding the business by 
a "mere rise in the bank rate.** The psychological influence of the rise 
in the bank rate would tell its tale effectively. " A 10 % Bank rate is 
a kind of warning to the businessmen that the boom is about to break 
and that prices are going to fall." This would have the desirable 
effect of checking business expansion for the businessmen always con- 
sider the bank rate as the signal whose indications he has to implicitly 
follow. As Sir Charles Addis says, "a rise in the bank rate is considered 


by the business people as the danger signal, the red signal warning 
the business community of rocks ahead on the course in which they 
are engaged. A fall in the bank rate is the green light indicating that 
the coast is clear and that the ship of commerce may proceed on her 
way with caution.*’ 


Prof. Eeynes says that healthy markets would lead to stable pro- 
duction and the banks by influencing credit can create nnnfifiariffg in 
the minds of the businessmen as regards the continuity of healthy 
markets. The bank’s sole duty is to see that businessmen do not 
anticipate falling prices, for it 5$ this anticipation that causes 
unemployment. The businessmen should be assured, that where prices 
have risen by more than a certain measure due action will be taken to 
prevent prices from rising further and this action will diminish very 


*• See his openiDg speech on the ** Unemployment Debate i 


1 at the London Confetence." 
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much the expectation of falling prices which they would otherwise 
entertain.”*® 

It is apparent from the above remarks that changes in prices are 
some of the determining factors in the instability of industry and if the 
banks were to administer an effective check by .twisting the 
“monetary screw” much can be done to prevent undue gypa n ninn and 
mitigate the intensity of the crisis that would occur. All theories con- 
cerning the origin of the Trade Cycles emphasize on the necessity of 
the expansion of banking credit . during the boom period. . The com- 
petition theory, the diminishing utility theory checking demand, the 
under-consumption theory, the confidence theory, the sunspot theory, 
the rainfall theory, the over-capitalisation theory and the monetary 
theory have been propounded by the different writers to explain the 
crucial cause of the recurring business cycles in industrial societies. 
Prof. A. C. Pigou admits that monetary causes might constitute their 
quota towards increasing the amplitude of industrial fluctuations arising 
out of non-monetary causes such as harvest failures or psychological 
assumptions on the part of the businessmen leading to errors of fore- 
cast on their part.*^ Whatever might be the cause that sets the boom 
or expansion tendency into operation the changes in prices and the 
banks obliging the businessmen with credit are emphasized by a large 
number of these writers. Prof. Fisher describes the trade cycle as the 
“dance of the dollar.”*^ Prof. Eeynes who postulates that our modern 
society aims at monetary profits, says that “ anticipated changes in 
prices have a profound influence on the course of production.’!*® Prof. 
Cassel has denounced all deflationary tendencies as they . produce “ a 
paralysing influence” on the course of trade and productive .processes. * 
It is no use speaking about gradual deflation. Once it is made clear 
to every one that "prices are to be brought down to a fraction of what 
they are now enterprise will very generally come to a standstill, bormw- 
ers must suffer terrible losses, banks will, show themselves unable, to 

■ 40 See J. M. Keynes, " Tract on Monetary Beform," pp. 3C-38. 

41 See his recent book, " Industrial Fluctuatjons,” Part I, pp. 307-208. 

4* Prof. Eisher, Journal of the Americao Statistical Association, see 1923, pp 26-80 

43 See “Beconetrnction of Enrope” 18th May, 1922, p. 66. 

44 See Prof. G. Cassels’ speech before the International Chamber of Commerce, Rome, 

March, 1923. , 
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resist the shock and the working classes must be exposed to unemploy- 
ment to a degree which is in itself a serious evil and which involves a 
great danger for the maintenance of social order ” FA Lavington 
argues that business conddence is the sole cause but “price movements 
react upon or reinforce the nse in busmess confidence ’** Thus there 
IS a powerful cumulative influence or stimulns to tiade activity ^ But 
within the movement are causes tending to destroy the confidence on 
which it IS based, for on the one hand rising pnces are sapping bank 
reserves and on the other the artifimal profitableness of business and 
the excessive confidence accompanying it, leads to errors ir business 
forecasts which sooner or later must be exposed Prof A C Pigou 
nlan reckons the influence of prices and says that “ the liability of 
general prices to vary or in other words instability of the standard of 
purchasing power is a cause tending to expand the range of the move 
ments that occur in the aggregate wage fund Consequently the in 
troduction of any arrangement capable of counteracting the cause would 
pro tanto lessen the fluctuatmg character of the demand for the labour 
and therewith the average volume of unemployment Prof F W 
Taussig considers that “ changes m prices have profound influences 
on the mind of the middleman, the wholesale jobbers and retailers 
who form the immediate purchasing public for the producers ” 

If the banks can check unhealthy expansion dunng boom days 
and avert a possible monetary crisis they can also stimulate business 
expansion during days of depression The banks can give ‘‘Gastor oil ” 
to cure the constipation of congested currency This can be done 
by several methods with or without the co-operation of the Treasury 
The lowermg of the bank rate so as to tempt borrowers is often advo 

cated This method again can succeed only if it IS reinforced by the 

psychological influences, namely, the anticipation of rising prices and 
certainty of realising profits AH economists realise this cardmal fact 
and disbelieve the specious half truth which says that “ cheap money 
brings good trade,” but as one economist puts it “even lending money 
without interest would not help if the borrower anticipated a loss on 

® K A IjBTiDgton,‘ Trade Cycles p 61 

“ See A 0 Pigon Unemployment p 122 

^ P W Tanssig PnntapIeB of Economics pp 406-407 « 
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every conceivable nse that he coaid make use of the money."*® “Even 
specnlators realise this,’* says Albert Strauss. According to him "no 
rate however low will tempt borrowing for the purpose of purchasing a 
commodity whose price is believed too high and broadly speaking, no 
rate, however high, will by reason of its being high, restrain borrowing 
intended for the purchase of commodities which are believed certain to 
rise." Prof. Cannan also utters a warning against overrating the in- 
fluence of the bank rate as the only potent instmment for seeming 
economic eqailibnum in the commnnity. In the pictorial Ungnaga of 
Hartley Withers "prices, credit, industry and enterprise am not a pipe 
for bank rates' Angers to sound what stop she pleases." 

But these writers who condemn the ejQ&cacy of the bank zbte 
weapon onght to consider that there are other snpplementory measures 
which can be undertaken to bring about the desired end. The lower- 
ing of the bank rate can be coupled with the bank's action of lower- 
ing the deposit rate of interest to such a figure as to "push money off 
deposits into circnlation."^'* If it is as low as the yield obtainable on 
investment on speculative stocks or so low as to encourage spending in 
preference to the form of remnnerative saving, bnsiness expansion can 
naturally result out of the co-ordinated action of a low bank rate and 
an unduly low deposit rate of interest.^» Nextly the floating of non- 
industrial loans by Local or Central Governments attracting the idle 
deposit money in the " bank pool " and causing it to be spent among 
the people will lead to the liberation of money tied up in tbe bank’s 
vaults,’’^ The Government might resort to inflation of currency as 
the trade depression would naturally result in a shortage of goverment 
revenue. Tbe unemployment doles would increase the expenditure on 
the other side and the unbalancing of tbe budget forces the goveru- 
ment to inflate but the temporary boom "resulting outof this increased 
expenditure would naturally end in a trade slump prodmang conse- 


See B. G. Hawtiejr. Mbnetaij Becoostractios, p. US. 

« Quoted by Hartley Witbera, " Bankers and Credit," p. 170, 

» « The policy of public construction can be so arranged as to prerent the major po^ 
tion of factory unemployment and much can be done by a careful planaingof Umconstrofr 
tion works that would eliminste the evila of uoempliyment.” See BubUo Constindion and 
Cyclical Unemployment, by Dr, P. Dickinson, September, 1928, pp. 205-208. Annals of tbe 
A^^rin^rt Academy of PoJitical Sdence. 

St See B. *Ij. B. Angee. ** Beparations, Trade and Foreign Esebange, PP- *»■»!»• 
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aMn«s more aevere then the first " Benkmg mfietom as s restilt oJ 
loans granted to the Government might lead to the releasing o 
corrency out of the “ banking pool * but it is not productive of manu- 
factured goods and hence no business expansion might result 

Thus there are several methods to relax the "frozen deposits/ m 
the banking pool but all of them would become ineffective if the con- 
sumers go "on Btnke" as it were and the banks cannot hope to in- 
fluence them and make them borrow This truth can be expressed by 
saying that " the credit system is not an automatic device that can be 
wonnd up periodically by measured forces under absolute human 
control " 

Such are the potentialities and the limitations on the pohcy of 
credit control by the central banks Within the limitations, howevei, 
Ibe Central Bank s action can go a long way in imparting stability to 
the price level and if we consider the other services that banks render 
to society one can easily understand the reason why banking and credit 
are regarded as the Philosopher's Stone by Bishop Berkeley Saint 
Simon and Angnste Comte who were shrewd enongh to leahse the im- 
portance of credit and a banking organisation for the society long ago 
remarked that " the bankers might wield all political powei m a well- 
governed community " Bat before this oheiished and desirable con- 
summation can be brought about the banker has to realise his social 
obligations towards the communil^ and stnve bis level best to 
secure a steady price-level The banker has to remembei what 
Br Marshall said long ago “ that it is worth while to do much in 
order to dimmish the variations in the value of the monetary unit a 
little ’* and act up to this woitby ideal 

Prof Fisher and other economists realise that an absolute and 
dead level of stable prices cannot be obtained by the Bank rate device 


*» Ibere fieems to be a complete lulfilmeot of this piopheoy in Great Britain danag 
the years 1018 1920 All mensuree were framed with the expiese objea ofmaiutaining the 
beat c edit and financial information of the city The reeloiation of the pound sterling, the 
liquidation of Britan e indebtedness to America the deflationary policy puisued at this 
time, the turning down of the protectionist practices adopted during the war tune the 
return to orthodox finance, tie attempt to moke London a distributor of capital as before 
spite ol iDiemal needs and the attempt to aacnSce agrjealcan and ctmsider finance aaS 
commerce as vital factors m the national economic strnanra have all been due to the 
dictates of the city interests and these are considered identical with the inteiesb of thenation 

65 
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If Central Banks act iudioiously and in unison it is possible to restrict 
the fluctnafions within a narrow limit. As no additional legidatiou is 
required to secure this spirit of co^)peration economists place great 
reliance on this method and they are justified in the expectation for 
the noD-metallic regulated standard" of Keynes has been discarded 
by almost all important countries which have resorted to the gdd 
standai-d.-® The universal long-period value of gold is to be stabilised 
and under such a managed gold standard coupled with the price-stahili' 
sation discount policy, relative stability of world and internal prices 
and tolerable stabilisation of exchanges cau be obtained. 

The restoration of the gold standard has been the accepted featnre 
of the recent monetary policy. All the suggested proposals to dispense 
with, uproot and thrust aside gold out of the monetary system have 
been laid aside. King Gold — ^the arch-exploiter of bamaDity—bas been 
restored as a constitutional monarch but there is no assurance that his 
position would be stable. The ingenuity of man might very soon lead 
to the perfection of a less wasteful aud more scientific and stable 
standard than Gold.^ King Gold would be deposed if be refuses to 
obey the behests of the Central Banks and unless he permits himself 
to be ** managed " by others the situation would become too stiS 
for him. The gold standard would be made to operate as a means to 
an end and gold would no longer be a master but a servant of the 
economic life of man. 


General Return of Gold. 

Undaunted by the bogey of gold getting rapidly cheaper or rapidly 
dear yTtd conscious of the fact that neither politicians nor bankers can 
easily tamper with the world level of prices which the international 


6J Even prof. Ffeliet eeBUtea that other countries can Wlow Sweden'* example and 
by managing money eecow a etable price-level for the conutry. A combination of 
bndgetary, commenaal and wage petitiee is needed to secure indnslrial eqnilibriiim in a^e y. 
Whether this of " Ko»i;«W«rpolilti:" can be adopted 6y other coob«^ » 

dieBneaea. See Brinley Tbowee, Monetary Bdiioy and Cri«e ; aha Kis«»tro» 


Money,” also Eitiier,*' Stable Money.” 

51 Keynes Limeelf recommends a variable gold standard. See his TreaUaeonSf ayi 

TdL n. • 
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gda rtantod wofW tetag in ito tidi.. several eomlnee 
the gold Etaoderd. Fraoee and Italy have recently ratnrned to the 
gold sland.rd.»“ The credit and good-wUl of the TJ. S. of Amenca tos 
eatonded to them so that their return to the gold standard may be 
vouchsafed. Under Mr. Benjamin Strong’s (Governor of the F. R. 
Bank of New York) advice a low rediscount rate was deliberately follow- 
ed for 4 months in 1926 and again in the last five months of 1927, so 
as to allow the flow of gold to those countries who demanded its 
acquisition for establishing their currencies as a gold basis and roughly 
$500,000,000 worth of gold was exported from the United States of 
America. .Whatever might be the methods by which these countries 
attained the gold standard and financial stability the future of the 
gold standard most be assured. Europe’s main problem during 1925- 
31 was to prevent a fall &om orthodoxy in current matters as it ex- 
perienced during 1914-1921. Each country had to gradually possess 
sufficient gold against its note-issues and a substantial amount in 
excess of this in order to feel comfortable. Bight Hon'ble Montagu 
Norman, the Governor of the Bank of England, expressed it clearly in 
the following language.^® 

While the above issue was the main problem, the subsidiary one 
of stabilisation of the value of gold was considered to be a more 
difficult one. That the necessity for ** simultaneous and competitive 
efforts of the countries to secure gold would lead to a scramble *' and 
consequently raise its value was folly known. It was however realised 
that as the U.S.A. stabilised the value of gold in terms of a dnllar 


K Abont 81 conniries letoined to the gold etsndaid during the rontse of five years, 
1928418. Daring the second breakdawn of the gold standard in 1931 many countries 
abandoned it. At present 9935) only 5 coontries are on the gold standard basis. See “The 
Now Monetary System of the D.S.A.” National Indnstrial Board publication. 

s» “The stabilisation of Europe is dependent on having over a series of years a certain 
snpi^y of gold 1^ which those varions countries can gradually substitute gold for valuata ; 
never going back, as I aspect, absolutely to a gold circulation but nevertheless, over the’ 
years, each one gradually getting a higher proportion of gold against their note-issues. That 
IbeUevcistbewayinwhich Europe and countries beyond Europe may eventually solve 
the questo of stahiKly, of security, of note-issnes. of prices and of co-operation one with 
another all moving together forward-I believe the advantage of the many as well as the 
advantage of each one is that this progress should bo gradual and united.'’ See i 
18740, Vol. V, Oral Evidence before the Hatou-Young Commission 
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giving stable level of prices, the stabilisation of world prices would lead 
to the stabilisation of the international value of gold. 

Almost all countries of the world have realised that gold can no 
longer be a perfect measure of value, i.e., contract or increase in such 
a way as to maintain the necessaries of life such as food, clothing, 
machinery, coal and rent within a minimum of fluctuations as to value 
and the problem of international or world finance is to mitigate by 
preventive measures the financial entanglements that would be forth- 
coming in the train of a scarcity of gold output. The present world 
price-level in 1930 was 150 per cent., that of the pre-war level.^’ The 
mam problem of the future is to keep it stable at that level. The 
stocks of gold must be produced in such a quantity that the present 
price-level might be maintained in the future and cope with the 
creation of increasing production of commodities which have to be ex- 
changed with each other. 

It has been noticed long- ago that the output of gold is subject to 
great vaiiations and does not tally with the increased wealth of the 
world. At times it may be produced in greater quantities than the 
output of commodity and services production in the other direction. 
The industrial demand itself is subject to great variation. An increase 
in the wealth and prosperity of the people usually leads to increased 
demand for coinage as well as industrial purposes. It was the joint 
committee of the U. S. Department of the Interior that first pointed 
out that “ the future of gold production is problematical. The gold 
output of the world seems to have passed its zenith and to be on the 
decline. 


57 This does not eliminate chanires in prices of commodities within any particular 
country. The price-level of any commodity would depend on its production and the w«ld 
demand esieting for it. Fluctuations in internal prices would be the result of Ranging 
efficienciec, changing imports and exports so as to keep pace with demand srising from 
increasing population and its growing trade requirements for the demand for gold iteelf might 
be reduced to keep pace with existing and forihcoming stocks of gold supplies. The 
present world price-level must not be interfered with either by oveiprodnction or under^ 
prodiiCtion of supplies with reference to dem.md. On ihe other side world puces inus 
not be forced up by over-production or dragged down by the lack of gold. The wor priM 
level is now unfortunately linked with the small basis of a precious metal which acts ae tne 
diief regulating factor for the value of aU the articles in the world’s trade. 
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The calculation of various experts as Prof Casse! and Lechfeldt,® 
Dr Gregoiy,*'" Joseph Kit chin <•* and of the Gold Delegation t om 
mittee of the League of Nations need not be alluded to in detail here 
All of them predict that there would be decrease of gold producLon 
when compared with the growing consumption of the world The 
gold output seems to he on the decline and the 3% annual increase of 
gold that IS requued to mainlain pneeb at the existing le^el or to Keep 
pace with the economic deielopnient would not bo foitbcoming After 
1933 the Ecarcitj of gold will be giadually felt There would bo 
steadily falling coinmodit} prices, leduccd plOsperlt^, lowcicd standard 
of living and stotiouarj trade oi a slower rale of cconoiric piogress 

As against this mcw which the ina]oiit\ of ccoiioiiiists hold J*iofs 
Fisher, J M ICejnes, and Ldwm Cannaii consider that gold inihlioii 
would result and prices in gold will not fall but will go on rising ns 
befoie the war period and that to an inconicnicnt extent “Unless 
the East lb allowed to ab‘>oib gold theic would he no adequ t(c (-olu* 
tion," sajs Caiman * '* Keuics would retain gold for ccttliiig inteina- 
tional payments and (n form i w u clle^t igiiiist enierjencics hut would 
on no score allow it to pla\ aii} pnit in hisimnagcd sjblcin ' • Fibher 
however cndca\ours to slibiliec the price of the gold bullion dollar in 
accordance with (he “ goodb dollar “ An} huge amount of gold can 
be absorbed by the hanking sj ‘stem without an} rise in prices onlj it 


“ SfleG CasEet, " Theory of Eoewt Economy, ’ VoJ II, 60 et aeq '* Tlic Worlil'a 
anonal regnirements of non cold in 1010 will to clo>ouponlo0 luiUioM »lcrling and bo » 
of opinion that it tiiH art be f05<<iblc lo supply cicn one half of tlnl giiol i ’ 

® Seen H Lccbfoldt, "Gold Fricca and tlicWitnatorbrjiid,' p 32 
*» Dr T E Gregoiy, ••r^r^l Icaroftbc Gold Stindnrd 
« Evi^ncc bcfoie tbo Indian Hoyal C«.ninii«ion on C urrene) «f IWfi, Appondix bi 
SecO Pcolc,' Economic Impa.l of Aniciica, p 181 Jbi fuel proved to bt m, 

jrrTrrr;/”;;""''’'* " '""“'mg t«»o output dgota 

of now gold ^ <>« ‘bi- production 

'»»r B li 
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it is Cleverly managed.®® Tbia is what the U.S.A. Federal banking 
system has done during 1924-1936. 

While these are the diametrically opposite and conflicting opinions 
about the future output or supply of gold with reference to demand the 
present-day signs do not justify any of the above predictions of either 
school. After all even those who have special technical knowledge of 
the gold mining industry may find it hard to guess what would be dng 
out of the bowels of the earth.®* Economic prophecy is futile and 
mischievous. The same fate may be in store for any of these pro- 
phecies which befell that of the prophetic estimate of silver production 
by Profs. Carpenter and Oullis.®® 


Is America holding the World’s Gold Bag ? 

Though there is no consensus of opinion in this matter still it is 
true that America possesses a large stock of “ free gold.” Since 1914 
gold was diverted to the U. S. A. and the gold standard was main- 
tained. Gold exports were allowed under licence from September, 1917; 
to J une, 1919. At present $bout £200 millions of gold certificates are 
in circulation and the F. K. Board has about £550 millions, t.e., 70% 
cash reserve. A stock of say d6280 millions can be released without 
any credit contraction. But if it were to be absorbed by the American 
people themselves there would not be even this ' free gold.’ As bank 
deposits expand gold backing also increases. On August 8, 1922, the 
solid gold held by the F. B. Board was about i6602 millions agiunst 
£562 millions held in 1926. The ratio against combined deposit and 
note liabilities was about 77'8 per cent. America has become a long- 


«B See Helffrich. '* Money," Vol. II, p. 647. 

67 The maximum production of gold \rae recorded in 1915 at 227 million fine ounces 
The minimum tthb reached in 1922 when the output dropped to 15’46 million fine ounces. 

that time he points out that the tide has turned ; the output for 1923 was 17 720 
million fine ounces and for 1924, 18-826 million fine ounces. 

For atill more recent figures, see "The prodnction of gold in 1932," by A. J. Zivadsedae, 
in the London Banker’s Magazine, 1933. 

68 They estimated that the price of siWer would not be less than 43 to 55 6d. per ounce, 
it vas never higher than 48 per ounce tiroa falsifying their propheiy. 
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term capital provider while she borrows for short-term purposes. 
America is a great short-term debtor nation to the extent of nearly 
^00 millions. Any call of this gold would mean credit contraction, 
gold diminution and fall in commodity prices.®** America’s gold is 
susceptible to international iuflnences and may be suddenly •' vanish- 
ing” as Secretary (now ex-President) Hoover puts it. 

It is not only America but each country has to protect the gold 
stock and the banking system of each country has to administer and 
protect the gold stock held by it. International financial machinery is 
being perfected by the Governors of the important Central banks of 
the world for the smooth co-operation on the part '® of the different 
countries to meet this emergent^. To be forewarned is to be fore- 
armed and the joint efforts of American and London financial interests 
are to be exerted in the direction of stabilising the value of gold over 
a long period of time. A sort of financial League of Nations under 
the auspices of American and London financial interests has to be 
formed to solve the gold problem. Now that the Bank for Interna- 
timal Settlements is functioning successfully this problem can be 
easily worked out.’' 


The Infltiencc of Annual Gold Production, 

The annual production of gold is an infinitesimally small portion 
of the total stock of available gold existing in the world. It is the 
existing value that determines the value of the new output, i.e., expen- 
sive mines would be thrown out of production. Thus the ordinary 
doctrine of value, namely the cost of production does not govern the 
value of gold. The annual gold production does not affect the price- 
level even though* it might be produced in large quantities. An appeal 
to history may convince the readers of the truth of the above statement. 
. The stock of gold in the banks may be constant, yet the price-level 
may be rising. Witness the rise in prices of the U.S.A. during 1912 


*S See Uie Economist, Sep. 12, 1027. 

" » •• .. Jan. 11,1928. 

" See mr Elemenlaiy Banking, 2nd EJition, Clupter 
Settlements. 


V, 


the Bank for International 
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1916, 1919 when the stock of gold was fairly stationary. So also the 
stockofgoldmight be increasing, yet no changes in the price-level 
may be noticed or they might not prevent a fail in prices as in 1920 
and 1921 in the CJ.S.A. One important fact to be inferred is that it 
is the credit policy and the velocity of circulation of credit that 
influences the price-level during the short-pericds.^® This very action 
meant lo stabilise the value of gold is essentially intended to stabilise 
its value over long periods of time. A deliberate policy to stabilise the 
value of gold can be pursued instead of leaving it to be determined by 
the combined forces of demand and supply and cost of production. 


Suggested Remedies. 

Very little energy has yet been spent in the search for methods of 
solving the problem other than those offered by reduction of reserve 
ratios or paring a little finer the gilt-edge of the gold paper, the eco- 
nomy of gold in actual circulation, the use of international securities 
as recognised means of payment, the pooling of gold in the hands 
of the League of Nations to settle international transactions or the 
starting of an International Institute of Credit. Public attention has 
thus far been drawn to those four or five expedients alone.^^ 

Some uniform lower ratio of gold reserve to the note and deposit 
liabilities of the Central Banks of Issue can be adopted by International 
action. If gold is not to be adopted in circulation a lower ratio would 
not be found insufficient. Like the “ buried corpse ’’ the gold would 
be in the hands of Central Banks as an “ ultimate safeguard ” and 
reserve for sadden reqirements.” The essence of the idea is how- 
ever to free the gold standard from the exclusive influence of gold 
stocks. The ratio is after all “ a convention.*’ Public confidence 
would not be shaken by such universal reduction of reserve ratios to 
total liabilities. The whole theory of reserves of Central Banks can be 

M As KejneB sbjs," the price-level does not depend on the quantity of gold in the world 
but on the policy ot Central Banks as regarfs their reserve prorortion "-Tract on Monetary 

It is a matter of gratification to note that the Gold Delegation Committee recommend 
the self-same measoieB, 
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bnefly stated as follows There should always be something m the 
reserve there and It IS not also meant for employment all the time 
Uniform bank money expansion in all gold standard countries can be 
carried to a hmited extent to offset the diminishing supply of fresh 
gold and it is possible by this action to maintam pnoes at a steady 
level 

Coming to the economy of gold m circulation no country in the 
world not even Keynes’s classical example of Egypt, is circulating gold 
to any extent worth mentioning The gold bullion standard or the 
gold exchange standard are the chief variations of the gold standard 
which have been adopted by all countries which have resorted to the 
gold standard The centralising of gold would tend to make it effi- 
cient and this economy in the use of available gold for monetary 
purposes is no less important than reducing the demand for gold for 
itnarfiiTig or mdustrial use Gold is to be practically made dead for 
currency mrcnlation purposes There is nothing undignified if gold is 
not used for currency circulation The development of credit on 
larger scale than at present would achieve this desired economy of 
precious metals Every Central Bank should be empowered like the 
Bank of England to compulsorily acquire any gold bullion or currency 
not held for export purposes or bona fide industrial purposes * 

The use of international investments would effect considerable 
economy in the international use of gold If all countnes absorb and 
hold such investments in sufficient quantity the payment of inter- 
national indebtedness would be smoothly performed The other capital 
poor countnes mcludmg India must learn the advantage of holdmg 
these international investments It tends to the development of the 
world’s cleanng i^stem 

The poohng of gold in the hands of a super Central Bank of the 
League of Nations involves the mamtenance of reserves abroad 
Fortunately all this is now rendered unnecessary as the Bank of I S 
can now easily develop into a super Central Bank This is subject to 
disadvantage for a country possessing a favourable trade balance would 
lose much by placing its gold abroad It is after all deprived of the 
advantage of real economy of gold It would be far better to keep 

Clause (2) of the 1928 Currency and Bank 


Notes Act of tlie United 
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it in the financial centres of the TrorW for a prompt and ready use 
can be made. ^ 

Next comes the snggestion of an International Institute of credit 
which is not however to be considered a bank.’^® While admitting tbe 
efficiency of the above remedies attempts should be made in other 
directions also to solve the problem arising out of gold scarcity. It 
would add to tbe reader's sense of the urgency of monetary reform if 
I submit ray view on the problem and its possible solution. 


TJie Irvhtg Fisher Method. 

The gold bullion units can be made lighter to check the fall in 
prices resnlting out of gold scarcity.^® An international agreement in 
the above direction of reducing tbe weight of tbe different gold units 
by uniform percentages would be quite feasible. This would however 
make quotations of exchanges very difficult to unravel. But Pisber's 

^ An International loan is to bo Ooatod by Ibo Inlcmational Institute oi Ctedit (vt 
secariug the necessary capitsl. It vonM give credit to all coantries on proper secantiesop 
to the amount of tboir reqalrsmcnts for tbeir balonce of payments. A National Bschaoge 
Office is to be created in each country, to erode in co-ordination vrilb tbe Central Bank ol Issue 
of tbe country and tbe International Credit Institute irbose fnnetion is to work as an Inter- 
national Clearing House. By means of book transfers tbe Internationsl Institute of OiedA 
can make Jorge psymenfs wiriiODt tbe interrontion ofbuiiion. This sationsi exrbange office 
alone being empowered to operate in tbe credit it bos to operate it for tbe express pmpose of 
paying international indebtedness of tbe country. Adopting tbe piincvpie underlying G. B. 
Standard system the K. E. Office can operate this credit by issuing gold bills at a fixed rata 
(export gold point) to indiridnals wbo bare to pay tbeir indriitednoss outside Iba coonlty. 
Similarly the N. E. Office bos to fix tbe gold import point into the country and accept tereiga 
gold at this fixed rate or to purebase foreign bills at ibis rate with intemal cumney. Tin 
main advantage of thia sebeme is the rendering nanecessary of gold sbipments and substitute 
in its place the purchase and sale of foreign bills payable in gold at rotes approrimatiDg to tbs 
gold points. Tbe economy of gold nndorJyiog tbeir plan cennotbe dieted. The National 
Exchange Office can (pea branches in all trading centres nod facilitate atbltratioa io agreeinrait 
with tbe lotemational Institute of Credit. Tbe power to purchase iwivate bills and sell tftfui 
will faeilita'te the stebilisataon process. This method of monetary teconatraolion based on tte 
piinsipieoCgoId standard was firat propojed by Luigi Lnxatti in laW at the Brussels 
Congress.' 

See Bertrand Nogaro '* Modern Monetary Systems,” pp. S19-fi24. 

« See Stabilising the Dollar, Oenernl Summary t pp. rxxvu-xxrifi, wonW giw • 
bird's eye view of tbe whole plan. 

W See Kajnes. “ Tract on Monetary Befwm," pp. 188*89. 
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plan involves the use of the liidex Nnmber which according to some 

economists snch as Soetbeer, Porter, Sir B. Giffen and Mr. Sanerbeck 
is only a ‘'rough indicator of the general trend of prices and should not 
be made the absolute guide or regulating basis of any monetary policy. 
Preventive action is necessary rather than ameliorative action. 
There is often a lag between credit changes and consequent effects 
on price-level. 

Without gainsaying ihe fact that this scheme can do something 
to mitigate the slow changes in the value of gold from having their 
influence on the standard of value, it must be recognised that it is not a 
simple easily intelligible plan. The Index Nnmber itself is not con- 
sidered as a satisfactory regulator of values. Profs. J . M, Keynes and 
Pigon would recommend other indices such as the state of employ- 
ment, the volume of production, the effective demand for credit as felt 
by the banks, the rate on investments of various types, the statistics 
of foreign trade and the level of the exchanges. This is too radical a 
plan of action and involves a change from the present gold monetary 
standard which has a fixed gold content.’’’ 

Draw gold out of hoards. 

A campaign which tends to throw gold on the marked would 
materially help the solution of this problem. Increased stocks of gold 
can be liberated. If India or any of these hoard ing countries were to 
supply stocks of gold, an extensive use of cheques and other forms of 
bank credit should become popular and the banking habit should be 
implanted. Such a phenomenon was witnessed on a large scale during 
the war time when private hoards of gold were liberated and the 
reserves of Central Banka were doubled or even trebled. These 
Central Banks collected the gold as « backing” for the paper currency 
issued durmg the period. The diminished supply from the gold mines 
can largely be augmented by the liberated gold from private hoards in 
order to meet the demand for gold. This demand for gold would itself 
be lessened if gold coins are no longer used in circulation and the new 


» Prof. A. C. PigoD, •• ladastrinl Hnotnntions, 
Bee EaiUe; Witben " Bankers end Ondits,' 


’pp. 276-287. 
p. 249. 
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gold needed to fill the gap arising from the abrasion of coin wonld be 
no longer necessary. 

But unfortunately the very discussion about scarcity of gold would 
tend to be canvassed far and wide and lead to further hoarding by the 
Governments, by banks and by private people, for they think it best to 
hoard a metal that is likely to rise in value. They would take ad- 
vantage of its present cheapness which might not last in the near 
future. Dr. Marshall considers this tendency as the famous law of 
hoarding. He formulates it thus, “ demand for a metal for the pur- 
pose of hoarding is increased by a continuous rise in its value and 
diminished by a continued fall because those people who hoard believe 
that what has been rising in value for some time is likely to go on 
rising and vice versa.^° Effective cherirs against this public and private 
hoarding must be undertaken. A war chest is an instance of public 
hoarding. Unless the disarmament proposals are sincere this sort of 
public hoarding would go on unchecked. The banks can release gold 
stock now held as security for loans and this released gold can be used 
for monetary purposes. 


Gan we lessen the industrial use of gold f 

The consumption of gold in the arts would have to be reduced to 
a certain extent. But this would be difficult if there is gradual growth 
of wealth on the part of the people. As one economist puts it “gold is 
the satellite of man's ways and gyrations.” It is difficult to order gold 
about -and lessen one of its uses. Gold is considered as accumulated 
:wealth economised by the people. This stored up energy is to be 
liberated in the purchase of consumable goods when desired. Such 
being the real reason it is not mere love of ornaments that can accouut 
for its extended industrial use. 

International Fiduciary Currency. 

International fiduciary currency notes not based on metal 
currency and circulating as legal tender in several important countries 

M See Answer 6. Royal CoauDission on the Depreasion of Trade and Indnatiy, 1886. 

This contingency ia being actually realised during the years 1988 and 1934. 
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c&n easily be adopted as an international currency standard just as 
gold 18 being contadeted as an mternationai atandaid Gold is the 
international standard, as the cunenoies of several countries bear 
constant relation to gold and gold can be converted into legal tender 
money m all these countries at a constant ratio Similarly interna- 
tional paper can easily circulate as money 

The abatract idea underlymg money and the standard is the 
" unit of account ” conception It need not essentially be a commo- 
dity hke gold. It 18 only an *' object '' or " ticket ” which enables 
the holder to obtam in exchange for it the commoditaes required 
by him This is the exact meaning of the term money and standard 
So a standard to become international need only ciroulate in a large 
number of countries and if it is issued m hmited quantities it would 
constitute sound money 

The difficulties and dangers of international fiduciary onrrency 
ate tacitly recogmsed by theorists as well as statesmen Doubtless 
such a plan would not be accepted by intensely nationalistic states 
which may consider their insignia of sovereignty impugned to a 
great extent by the circulation of international fiduciary currency 
withm the borders of their country Unless a great degree of mter- 
national co-operative action is focQicoming the scheme cannot meet 
with success An International Bank issumg fiduciary currency with 
a stable relation to gold can be considexed nothing more than as fine 
idealism for the present Though theoretically sound it cannot be 
asserted that the world is either prepared to adopt this improvement 
or has perfected the technique of monetary management 


Aesort to Barter 

Changes m methods of payment as resort to barter will have 
a profound influence in dimmishmg the demand for gold and the 
monetary service it haste perform. If only a money of account 
easts batter can be conducted m the modern days The present-day 
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barter of modern international trade consists in changing goods for 
the money of account. If this enlightened system of barter were 
to be encouraged in the internal exchanges within the country the 
need for gold currency circulation or extended use of credit ueeding 
additional gold backing would be given np.®^ 

Thus far®® the remedies suggested fall under the headings, namely, 
the reduction of demand for diminished supply of gold and increase 
of supply from other sources to fill the gaps caused by dimiuished 
supplies of gold output from the mines. Again each method outhned 
above depends on the isolated action of each country and except in 
the universal adoption of Prof. Fisher’s plan there is no presuppo- 
sition of co-ordinated action on the part of the different nations. 


Conjoint Action by Chief Gold-producing Countries. 

It is theoretically possible to anticipate changes in the value of 
gold and correct them by intelligent action. A syndicate of ®* the 
chief gold-producing countries, namely, the United Zingdom and 
the United States of America which produce about 4/oths of the total 
production of world’s output of gold can undertake this co-opera- 
tive action. There would be no difficulty in getting uniformity of 
action on the part of the small number of producers. The value of 

^ Such refined barter 'n'aa practised to a certain extent in Gennany vben tbe printing 
press began to produce disastrous effects on the price-level " whirling it up in a mad witch's 
dance.” A great portion of tbe business was done in currencies snob as dollats and 
other foreign currencies but trade and business were conducted on the system of barter to 
a certain extent. 

B Tbe following theoreiical defects against paper currengr can be dted. "A currency 
without metallic backing will collapse. Paper leads to monetary hoarding. It upsets the 
internal price level more than gold. It enconroges wild government finance. It leads to 
uncertainty and internal bocT trade. Paper endangers the food-snpply and reduces ths 
fiwatiffinl earning of tbe City. Paper makes prices different in different countries. Paper 
fosters damping by Eastern countries, with low-paid labour. Tariff's are bred by paper. 
Paper ' exchanges are at the mengrof speculators. Paper disconrages international invest- 
ment and world development. Paper by checking foreign trade encourages a waslefd 
economic nationalism." See L. L. B. Angas, ” The Problem of the Foreign Exchanges *' 
Chs. XV and XVI. But most of these are exaggerated half-truths and even the gold 
standard cannot remedy them. An inconvertible nationally-managed paper can secure some 
of the objectives of managed currency though not all of them. 

M See Prof. Leohfeldt "Restoration of the World's Currencies." p. 66 and the fbllowing« 
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tobacco IB regulated nicely by the Swedish government The gold- 
producmg Syndicate has to compensate the owners of mines out of 
Its funds who would be forced to give up production of new gold 
when its value tends to fall as a result of increased supply with 
reference to the total demand As this is not likely to be the case 
and as demand for gold is likely to increase on the part of these 
countries which wish to give up the paper standard the total demand 
for gold would be very great and the long distance course of prices 
would be lower or downwards But if the prices were to fall slowly 
no action should be taken up by the gold producing ^dicate and it 
should be considered as a blessing for it would stimulate demand for 
industrial products and agricultural raw materials But if the value 
of gold were to rise very abruptly it can be prevented by the gold- 
producing countries (syndicate) issuing paper certificates which would 
have to be considered as gold substitutes This enhanced demand 
would be met gradually by increased production but gold production 
cannot be within the complete control of the gold mining syndicate 
Mechanical progress and productive efficiency of mining labour so 
as to obtain gold even from the low grade ore can be secured under 
the aegis of the gold producing syndicate It might discover new 
meihodaot tapping gold from the bowels of earth or any chemical 
process which draws gold from sea water ” It can also enlist the 
action of the Central Banks to support it at this juncture 


Gonjomt Action by the Central Banks 

The growth of co operation among the Central Banks of the 
different countries can increase the efficiency of the credit system and 
tbe economising of gold for internal purposes can be seeureds The 
development of paper money substitutes can be regulated If the 
Central Banks can see that no undue widening of the gap between 
gold and paper is allowed and the different paper currencies and gold 
reserves have a proper relation to each other and to gold, the extended 
use of credit would bring salvAtion in the days of scarcity of gold 


^ mow l«e xnth 

consumption wdthrscbecka price flaotuafions This* stonhaug of cold by clever bantm- 
cento.1 « also feasible m the advaoced credit socieUes ® ^ 
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Bach country has to co-ordinate its requirement for gold with reference 
to the general position of gold in the rest of the world. so Tbehtd 
Governor Strongof tboB. B. Board of New York has successfully 
inaugurated the i>olicy of co-operation among the Central Banks of 
issue and if this machinery were to function continuously the future 
value of gold can be stabilised to a great degree. The gold standard- 
must become the universal standard of value and the wider fbe use in 
which gold serves as a standard and is the principal monetary metal 
the less is the danger of a farther fall in the value of the metal. The 
very cessation of inflation as a result of the universal restoration of 
the gold standard would mean lower prices and if costs of gold mining 
decline the production of gold might increase. 

It is indeed true that a thoroughly perfect standard of purchasing 
power is unattainable.^^ It is only a comparatively rough standard 
that can be thought of and the international gold standard can secure 
this idea! better than non-metallic regulated and nationally managed 
paper currencies. By taking common concerted action on lines fore- 
shadowed in the previous pages considerable variations in the puiy 
ebasing power of gold can be eliminated and the future value of gold 
can be made a great deal more stable than without such commoo 
co-ordinated efforts in that direction. If instead of the old reserve- 
discount policy of the Central Banks or the creation of productive 
credit to satisfy every demand the prioB-stabilisatiou-disconut policy 
coupled with other data for effective credit creation is pursued by the 
Oentaral Banks of the gold standard countries the chief defects of the 
pre-war gold standard would be eliminated to a great degree.*® The 


88 Ab Harley -Withew puts it, "Instead ot each ol Qu Oential Banks polling at tte 
edgeaoC tbegold blanket they vnll have to v«wk togetber to spread it eat and smooth oat 
the creases and make ibe most of it, H. Withers, “ Money." p. 79. 


W See Or. Marehail, " Money , Credit and Oommeree," p. 28. 

8S The tbeoreKeal defecte of the gold stendota ore thot it involves injnriimriy hatmtal 
ndUtion of the law of supply and demand in the fmeign exebauge msiltot IVp««nto the 
aoperecoaomioadjnsmeatof the supply of internol money to demand. A steWlisod gold 
Itandard is uasnitable to a capitalist conntry with a rigid inelastic wagfa and cosWorel. It 
jansosshort-ron trade flnetnatioDB. It is one erase of the bnaineaa cycle, mdustay becomw 
Mia-boond every few years. It spreads financial diseases internationaiiy. Bat iheowb- 
»\ defects can be toned down by intelligent anticipatory action on the part tbe credit 
Hitborilies.-Se 0 ,li. D. B. Angaa, The Problems of the Foreign Brahange,” Oh. IX. 
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price-stabilisation discount policy involves the cbanps in the disoount 

rote as soon as a noticeable change in the following economic condi- 
tions is realised. Movements in the prices of speculative securities 

and all other prices, new orders given in the important industries or 

stocks of furnished goods in dealers* hands or percentage pf work 
people out of employment and changes in the volume of credit, are 
to be employed as the desirable signals for changes in the price-stabili- 
sation discount policy of the Central Banks. Such careful manipula- 
tion of the discount rata was successfully accomplished by theF. E. 
Banking system of the II. S. A. and even in pre-war England many 
of these changes were also considered as indices for variations of 
the Bank rate by the authorities of the Bank of England. Prof. 
Eeynes wanted the extension of this policy into the field of non- 
metallic managed currency system proposed by him in lieu of the 
managed old gold standard system. 

This is the ambition of the advocates of monetary reform who 
have recommended the restoration of the managed international gold 
standard. India and China should not lag behind the other countries 
in this direction. At last a Central Bank of Issue has been created 
and its sole aim should be cunency and monetary reform based on a 
careful study of the banking habits and practices of the Indian people. 
The price-stabilisation discount policy cannot immediately be put 
into actual practice for the data on which the necessary alterations 
in the bank rate would have to be based are for the most part non- 
existing at the present time. There are no trade institutes to secure 
co-operation and run industries on economical lines. Nor does the 
India Government do statistical work on lines of the Survey of Current 
Business of the U. S. A. Federal Government. As the use of cheques 
is so very little the Central Bank cannot immediately hope to control 
credit and purchasing power so very easily as Central Banks operating 
in credit societies can hope to do. But it can hope to do something in 
the direction of controlling money rates in the important money markets 
where a short-term use of the floating balances of the banks is made. 
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CHAPTEB XIX 
Bank OBOAuisATioir 

The Clearing HbuBe-ThadaTelopmeni of the oTieque eyrtem Branch Banking in the 
intenM-J-oteign hrancheB-BiUs of EMhenge-Meohenieation of banking work andite 
poasibihtieB 

The Gleanng House 

In coDDection with tha organisations which bring the different 
banks together, something has been said already of the Banker’s 
Association and the Banker's Gnild The Institute of Bankers whose 
special object is tha education of the bank staff has also been studied 
The most important piece of banking machinery is the Clearing House 
Of the early origin of the Clearing House system in India nothing 
definite can be stated But the present day Clearing House system 
that exists in India does bnsiness on the model of the English Clearing 
House The English Clearing House may be defined as a device to 
simplify and facilitate the daily exchanges of items and settlement of 
balances among the banks The Clearing House in America not only 
performs these functions and secure the well known economies of 
time, labour and money, but it goes still further and acts as a medium 
for united action upon all questions affecting the mutual welfare of the 
banks An ideal Clearing House has to serve as a constructive agency 
for settlmg the points of mutual interest ^ 


The American example 


In America some of the following functions are performed by the 
Olearmg Houses * They take up the question of extending loans to 
the Government They fix the minimum rates of interest which the 


* SeoJ G Oannon ' The CleBimg HoQBea p 11 

* It has been reported that an informal gBthBtiBg of all the jt stock banka was held 
at the sDggestion of tte Imperial Bonk of India to co operate with each other and make the 
1928 fiopee loan of the Government a saccess K an efficient Cleanng Hbnse ayatem were 
to exist in other centres also even a pro rofo distribution of the loan among the d fferent 
banks can be undertaken and the loan can bo floated on the money market mth (he leaB( 
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banks pay to their depositors. They fix uniform rates of exchange and 
charges of collections. They' hold an independent system of bank 
examinations. They issue Clearing House Loan Certificates to the 
banks doing sound husiness on good assets and on the strength of 
these certificates these banks can borrow. It was by means of this 
device that the American National Banking system tried to remedy 
the defects arising out of the absence of a Central Bank. As E. G. 
Hawtrey puts it, this process was a rudimentary analogue of the 
rediscounting facilities given by the great European Central Banks. 
It.was an expedient horn of sheer necessity and was itself an evidence 
of the urgent need for reform.”® The Federal Beserve Act introduced 
not only a system of rediscounting approved commercial paper as in 
the case of the European Central Banks but it has revolutionised the 
old, ineffective, expensive and cumbersome system of clearing cheques. 
Prior to the formation of the F. B. System the various sections of the 
country were not served by a single set of clearing institutions effi- 
ciently co-ordinated and systematised. The indirect routing of dis- 
tantly drawn cheques meant long delay in securing the return of 
cheques to the drawn bank. The F. It. system has instituted a 
countrywide par collection of cheques and member as well as non- 
member banks are included in this business. With minimum cost and 
physical effort domestic transfers of currency are taking place as a 
result of the institution of the Gold Settlement Fund in New York. 

The European Continent. 

On the European continent the Clearing House system has 
recently been started. It does not play such an important part be- 
cause all the countries possess a centralised banking system, possessing 
a large number of branches. These Central Banks do a large business 
in current accounts and the transfer and remittance of funds are 
accomplished largely by cancellations through book-entry. 

The Present Situation in India. 

Unfortunately for us we have neither a responsible Central Bank 
nor an efficient, enterprising and go-ahead Clearing House system as 

» S 8ee B. G. Hawtrey, " Monetary Beconstmotion," p. W. 
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they have m America If the Reserve Bank is able to throw open 

rediscount facilities to all the important banks, the privilege of being 

on the rediscount list would be almost as much coveted as the 
pnvilege of being a membei of the Clearing House The Reserve 
gflTitr should scrutinise the position of all the members on the redis 
count list now and then and weed out all unsound concerns from its 
list This itself acts as a most salutary check forcing the ordinary 
banks to conduct their discount business on scrupulously clean lines 
and helps us to improve the banking standard Such an extension this 
of privileges would lead to closer co operation between the Indian joint- 
stock banks and the Reserve Bank It is only by an extension of this 
privilege that the Reserve Bank can extend accommodation to meet the 
growing needs of traders in India A trader’s bill bearing only one 
signature is never discounted by the Central Banks The same 
should be the case with the Reserve Bank of our country^ 
Hence there should be an intermediary to enable the trader to obtain 
the needed accommodation There would be no greater and 
more secure intermediary than a joint stock bank and it is only 
through the banks that accommodation will reach the mass of 
traders 


The mportance of redtscounting 

Another grave reason why the rediscounting of commercial bills 
should be an important feature in the case of our Indian banks is that 
those do not generally possess ample financial resources They do not 
attract much of deposit money hence there is no reason why the 
bank should be hindered from supplementing their resources by having 
access to the Reserve Bank * It should be considered a legitimate 
branch of their business So long as these banks maintain a ridi 
culously small reserve simply because they can augment their capital 
by rediscounting the bills easily there is nothing opposed to sound 


< In the continental coantriea the smaller banka have access to the Central Banks by 
ftoM nnmtnea In England the ledisconnting of biUa by the smaller banks is not hke^ by 

their cnstomers who object to their paper being ' peddled abont." - ^ 
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principles. Eedisoonuting is the only safest and cheapest method of 
plamng credit facilities in the hands of smaller banks. .Withont a 
Central Bank of Issue these rediscounting facilities cannot be secored. 
So long as the Central Bank of Issue is not created there is ample 
necessity for creating the process of borrowing on Clearing Bbnse 
certificates. Taking the case of the recent winding up of the 
Bombay Merchants’ Bank we find that it has been solely due to 
the locking up of 16 lakhs worth of assets in 16 lakhs worth of 
liabilities. 


The Number o/ Clearing Houses. 

There are about eleven Clearing Honses in all, Calcutta, Earacbi, 
Bombay, Madras, Eangoon, Cawnpore, Lahore, Amritsar, Ahmedabad, 
Delhi and Simla. The Imperial Bank of India facilitates the cleaiix^ 
business in all these places.^ More city Clearing Houses should be 
started and one such ought to exist at Lyallpur, Lucknow, Bawak 
pindi and Allahabad. The Imperial Bank has a branch operating in 
these centres. Tt should take the lead and start the Clearing House 
organisation in these centres though they ought to be working under 
the management of the Beserve Bank. The Imperial Bank has a 
branch operating in these centres. The private bankers should join 
the Clearing House organisation in order to increase their utility. 
The endeavour should be to link up all the various sections of our 
country and serve them by a unified and nationwide system of 
clearing cheques efficiently co-ordinated and systematised under the 
Hesetve Banks' management as soon as it is undertaking this func- 
tion. Even in a metropolis like Calcutta all the banks in the locality 
are not sometimes included in the local clearing system. This means 
the possibilities of setting off debits against credits are limited when 


6 Oheqaesarawn in the Imperial Bank of India by other Banka are not oniversa^ 
tbrongk the Clearing House. In Bombay the praclico of the Imperial Bank a to 
dlsal with enoh cheques direct 80 that the figure? of banks are to a certain extent loirer « 
p ro po^ ti"" to the total amoant of transoctjone than they are elsewhere. 

8ee p. 19— Beport of the Controller of Outrenqy (1926-a7), 
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the system does not embrace all the banks which generally receive and 
collect each others' cheques. 

At present “ oot-station " cheques are not cleared through the 
Clearing Houses. The latter have to be sent direct to the paying 
banker through agents or branches. This involves undue currency 
movements. The best way to mitigate this is to start Provincial 
Clearing Houses under the management of the Beserve Bank and 
permit out-station clearing of cheques. Inter-provincial dearings 
should also be facilitated on the lines of inter-district and intra-district 
clearing work done by the F. R. Banks in the U.S.A. Until such a 
pt sn is instituted cheques on the country hanks would not become 
easily acceptable as cheques on the City bank. 

The increase of Clearing House figures is often interpreted as a 
sign of trade activity and economic progress of the country. But much 
caution is needed in interpreting these figures. Even in a progressive 
country like England where 98% of payments are made by cheques 
the people are careful in interpreting the figures. Increase in dealing 
business may be due to special activity like speculation on the Stock 
Exchange. For instance the figures of the Town Clearing of the 
Iiondon Clearing House are largely influenced by financial transactions. 
Metropolitan and country dearings are better guides for trade condi- 
tions. Metropolitan figures indicate the retail business of the metio- 
'polis and the country clearing figures indicate the general trade condi- 
tions. Comiug to our Clearing House in Calcutta speculative activity 
is sometimes responsible for high figures. On the whole the prosperity 
of the jate, tea, and cotton industnes and business conditions does 
get itself reflected in the Clearing HonsB fignres. Slackness of trade 
and depression in any industry and decreased activity in share transac- 
tions and stopping of the sale of gold or reverse council by the 
Government contribute towards checking the growth of clearing house 
transaotions. 


The JOevelopmeni of the Cheque System. 

The ma^inery through which the modem cheques are cleared 
has been studied in detail. The cheqne system is not greatly in vqgue. 
it » indeed true that an increasingly large number oi cheques are 
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passing through the Clearing House daily as the following table 
illustrates it. 


In Lakhs of Bupees 


Fear. 

Cal. 

Bom. 

1 Madras | 

1 Eftmcbj 

1 

Bangorn 

i 

1 Labors. 

Total. 





1 


1 6 1 



1914-16 . 

26696 

16783 

1881 

1 1162 

4312 



40333 

1919-20 

1(5676 

88302 

3393 

1 2313 

6474 

_ 

_ 

143210 

1924-25 

mil 

62166 

5696 

461.1 

11721 

572 

567 

180636 

1925-26 

101219 1 

! 44506 

' 5680 

3GI4 

12538 

616 

686 

16SS68 

1926-27 

96101 

42268 

5463 

3107 

12442 

816 

770 

160967 

1927-29 

105402 

86980 

5970 

8082 

1 2567 

700 

759 

167469 

1928-29 

109400 

65236 

6523 

2302 

12500 

\ 731 

869 

193110 

19S1-82 

73109 

62382 

4397 

2323 

7890 

563 

602 

151666 

1932-38 

79' 37 

66742 

4885 

2356 

1 )076 

70R 

850 

161853 

1988-84 

8SC86 

66547 

5310 

' 2678 

5813 

883 

938 

imso 


(See tbe Report of the Cootioller of Currency, 1933'84, p. 76.) 

A glance at the above table^ shows sudden increase of transactions 
in 1919-20 and 1920*21. This was due to sales of gold and of reverse 
councils by the Government ; payment being made in cheques. 
Clearing House transactions were on tbe increase. In addition to 
these reasons there was great slackness of trade and increased activity 
in share transactions. Again in 1926-27 there was a drop in Calcutta 
and Bombay centres due to the business recession and the lowered 
prices of export staples. The steady mcreases in the clearing figures 
of Cawnpore and Lahore speak of the growing popularity of tbe use 
of cheques in the mofussil. Another lesson to be drawn from the 
1927-28 figures is that there are changes in the procedure of the 
Clearing Houses at the different centres. When compared with 


6 The above fignreB and explanation are taken from the Annnal Beports of the OontroBw 
o! OnixexKsy. For recent figures the Stafisticsl Tables relating to Indian Banks maybe 
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Calcutta figures the Bombay ones are not so high. It does not however 
mean that there is less business activity in that centre. 

But there'is no widespread use of cheques as in the English * 
and the American banking systems. It is the English banks that 
have been encouraging the use of cheques on the European Continent. 
The Palis branches of the English banks issue cheque books to their 
customers containing full instructions including a specimen drawing 
and crossing inserted in the book and the merchants and private indi- 
viduals are now making a greater use of the cheque instrnraents in 
the matter of payments. 

So far as India is concerned the use of cheques is confined to the 
Fiesidenc}' Towns and other big commercial centres and European 
merchants alone make a free use of these cheques and the development 
of country clearing in the matter of our cheque B3'8tem will undoubtedly 
increase their popularit}'. The educated classes arc slowly acquiring 
the habit of drawing cheques for largo payments. The Govern- 
ment of India is also doing something in this direction. Sanction 
has been granted under certain conditions to the payment of land 
revenue by a cheque on the Imperial Bank of India. But very 
few people are in a position to take advantage of it. As in England 
cheques are not drawn for small amounts. 

The cheque is looked upon as a thing so distinctively British as 
to be called by the late Iiord Avebury “ The Union Jack of 
Commerce.” The cheque has invaded the domain of the bank note 
and the bills to such an extent that Mr. (now Sir) D. Druramond 
Eraser says that ” the cheque has liurled the note from the pinnacle 
of Its power.” Before the recent war cheques wore alwoys drawn 
for high figures, say — three to five pounds. When the scarcity of 
silver sent up its price to an unprecedented height and when 
the intrinsic value of the shilling coin became higher than its 

^ The growing use of clicqncs for financial tronsactiona ia mentioned in the annual 
reiiews of Bank Clearing Houao. Tliia ia despite the fact tbat the cheques have now to 
beam tuo-pennyatampinatcad of a penny stomp so in tho pro-war daya. It ia pointed 
out that the yield to re\enuo of tbo two-penny duly on cheques for England and 
Wales has steadily inoreased in the iast five financial yearn from £S,60i,n00 to 
^ 3,181.000. Tlie latoat return representa opproxiiDtttcIy the ehequcB drawn por annum per 
head of the papulation. ISugliah wotnon hove hank deposits for their dress allowancca and the 
payment of honseholil bills. 

68 
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nominal value an increased use of cheqaes and paper carrency 
was made even for very much low denommations as crowns Owing 
to the financial necessity of war an increased stamp duty was levied on 
cheques but the popularity of cheqaes was in no way diminished 

Our people should realise the advantages of cheque currency, 
the cheapness, the ease and economy that ansa out of its increasing 
use Well devised cheque currency is the most elastic thing of its 
kind A simple and suitable cheque system dispenses wiih the nse 
of currency which might thus become available for the purpobe of 
credit The development of the cheque currency renders the metallic 
currency a matter of altogether secondary importance 


Obstacles in the path of cheques 

The followmg facts stand in the way of the popularity of the 
cheques They have to be drawn up m a foreign language and a 
single erasure or mistake would lead to its refusal Many of the 
Indian banks insist that the Bs 25 limit should be adhered to, i a , 
cheques below that limit cannot be drawn This figure is too high 
for many of the Indian people whose standard of living is very low 
The characteristic of the Indian people which has distinguished them 
from time immemorial is plain living and high thinking The sole 
object of the unsophisticated Indian mind is to secure a better and 
purer life by resorting to simplicity in clothing and food, sincerity in 
thought and deed, sweetness in disposition, fortitude m soffenngimarsl 
excellence in face of trials and temptations and abiding capacity for 
endurance and sacrifice So long as this tends to make the standard 
of living simple and unostentatious the payments to be made, though 
they be many, do seldom come up to the required limit Hence 
cheques are not mcreasmgly made use of even by the educated people 
possessing a bankmg account 

the cheques are to be drawn in a foreign language and 
as It is a comparatively small part of the population ® that is in a 


8 A referanoe to the SteUstioBl Abstract shows the Werste element v the different 
provinces The conception of htersi^ .ccordingto the census 
one and one who can read and wnte is considered as literste. Hence the ng s 
and wnting people might be actnally emaller than these figures 
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(„ comioHy tow it up in the Engh* langnngn the nee of the 
Leentaonlhe body of the eheqoe might feed to ite popn 

Untj • The stamp doty on cheqoee hw been temoTod Allhongh 
the Provinwal Governments have done then part of the duty in a 
satisfactory manner the banks have to play a more prominent part in 
the popnlansmg of the cheques and even the Impenal Bank's common 
charges for collecting cheques drawn on other stations are very heavy 
and that of other banks is only tnflmgly less heavy Some of the 
Indian joint-stock banks might permit the drawmg of cheques 
against the Savings Banks deposits lying with them There is no 
reason why this fecility should not be granted when specially some of 
the foreign exchange banks grant this pnvilege 

India IS a land of men of small means and of email transactions 
and too much use cannot be expected out of these cheques As Hartley 
Withers says " the extensive use of cheques is possible only m a 
community which has reached a high stage of economic civilisation 
and IS also blessed with a high level of honesty among its members ** 
In India the stability of Govemmenty t e , political secnnty and an 
efficient administration of justice exist Bnt a high code of hnsmess 
morality, increasing density of population, mutual acquaintance, better 
understanding, contmnous production, frequent and regnlar exchange 
operations and better accessibility of the banks will bring about a 
better development of the deposit and cheque system In short, the 
widespread use of cheques depends on the economic prospenty of the 

* TheintrodQBttoQof printed dieqne books in Tamil by the Indian Bank, hladraa, 
if an innovation which should be copied by the other Indian Banks In aotnal banting 
pnctiee then are several diffienltias placed in the matter of vemacnlat cheques Idany of 
the banks rsqnire that the cnatomer shonld aign the cheque fonpe in tlieir presence and 
fill the date, amoont etc at the time of negotiation In case of Csmale “signatmma’ 
acoantsraignatn a by a Migisterisl Officer is msiated upon The Impenal Bank generaUy 
does not encounge varnacnlar endorsements at the back of the cheque 

I* The real ob'wctian against the removal of the duty la the poaaibdity of an imdne 
nnltiphjly of diarges for small sums and the oonseqosat trouble in the process of cleanng 
There are not however ins parable difficulties and if the people are taughl the right nae of 
espital at the nght ime there would be no danger resaiting from this reform Fortunately 
better seme prevailed and the stamp duty has at last been removed 

The United Fmgdom would do well ti cony this procedure and reduce the 2 d 
dutyontheiheque Otherwise 'cheqnelets* or some other device would be adopted to foster 
tbs OSS of eheqnss for small amounts and thus enoonrage the develi^meiit of banking among 
small dspositns. ^ 
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people and a large number of the people becoming the customers of 
the banks. As individual payments become larger and larger the use 
of cheques becomes substantial. The abolition of stamp duty would 
certainly attract more deposits for the banks and though tran- 
sactions in petty amounts might be multiplied any clogging of the 
machinery of the clearing house need not be feared. As cheque 
payments become large the question of uniformity of size would crop 
up and every attempt should be made to print cheque forms of a uni- 
form size so that there is convenience in handling, machining and 
sorting these cheques. 

Branch banking in the interior of the country. 

It has been stated already that branch banks should be started so 
as to extend banking facilities into the interior.** But every economi- 
cally advanced country has accepted the policy of branch banking 
as the safest possible means of expanding the utility of their progres- 
sive banks. Alexander Hamilton has been credited with the honour 
of being the originator of this branch bank question. Canada took 
it up. Both in Australia and South Africa there is a highly developed 
system of branch banking. It has become a settled fact and one finds 
it thoroughly established in the United Kingdom *® and the continental 

u Mana Sabedar has indeed d\reit at length on this isBue in tbe Minorit; Beport 
He inclines to the opinion that small local banks tronld be preferable to branches of big 
bsnks in tbe matter of banking expansion in this country. That " local banks ” tend to 
encoorage tbe local bonowen, that local banks can be easily started with the help and 
gnidame of the Btafiof the larger banks, that local banks can be mn on economiral lines 
and that banking progress of other conntn'es “bas been secnratf by means of smell local 
banks snd tbeir extenaon,” are tbe chief reasona adraneed by bim. 

« It is stated that eiery \«'eek>day in England a bank or a new branch of a bank 
is opened for business. The following statement gives the readers an ides of the extension 


brandies by the *' Big Five " of Iiondon. 

Bo. of branches. 

1928. 

(Jan.) 

Name of the " Big Five.’* 

1920. 

1927. 

Uidland 

1,483 

1,953 

02 

Lloyds' 

1.500 

1,700 

50 

Barclay's 

1,506 

1,920 

2G 

Kntional Proiindal 

880 

1,200 

18 

Westminster ... 

789 

957 


0.158 

7,735 

” 183 

See the Mytora Economic Journal, January, 102!!. I*. 31. 
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coaiJtrioP.*" But for the fact that the national banking law of the 
I’.S.A. lia«i prohil)itc«J branch banking and that Foxne of the 
vaiinus state laws do not encourage it would surely Iiave spread itsell 
ilure also. With the passing of the F. B. Act of 1913 a ehango has 
come over the situation and the National City Bank of New York 
i -5 organising its foreign branches s 3 ’steniatically. Even the F. E. Banks 
are now allowed to hove branches in their districts. Owing to keen 
competition on the part of the State banks there is a widespread 
belief that the only way of helping the National hanks of tho U.S.A. 
outof the situation is to allow them to extend their branches in 
tho.sc states where the privilege of branch banking is allowed. The 
provicions of the National Bank Law are also being made more liberal 
than before with the view of preserving the National Banking system 
as a whole. The main ^ ^ lesson that we learn is that the evolutionary 
dorclopmcnt of intei national banking and the branch system gradually 
dispenses w'ith the services of the intermediaries and leads to greater 
and all-round financial strength, etBeiency and responsibility.’' 

India ought to learn and proGt by examples set by other countries. 
All the sound banks doing business on conservative lines should be 
made to extend their branches into the interior and establish a net- 
work of banking establishments to serve ns connecting links between 


Tbc iHilirr of tlic German Bank is verj progressive in Ibe matter of branch banking- 
In adJition to Iheit Head Oflice they have "filiales” or branebea. They have also "Eomman. 
dii'n*' tbit » ailent partnerships in prhatc banking bonscs auppbing them srith capital. 
Tl:»y Inva al«3 ‘depoaiten Kassen'or deposit office in all German cantons. Oiigiiially 
iLt's Jed SB deposit branches they have now become complete banking institutions by them- 
”!«• helping parent banks to brim: an iaereasing circle of clientele and help the issuing 
loffcr. Italtocstends the cbeiue, giro and clearing business of the parent bank. FiicDr. 
liaii'er. ” The German GrosshanLen." 

*• I lie H. P. nckhtrdt, " A Rational Backing System," pp. 1 to 7. 

“ The growth of the National Banks h not the same as is tho ease of the State banks 
»iJ ils:.ll7f;i,aliooaI banks h«e surrendered National Charters to work as Stats Banks 
«.=dtr St\tc law*. 


^ .\t tl ? p»c.ciit time ill the L'.S.A. there are 2?,1G3 National and State Banks aod 

|r y I.-I t. Ihesa hive hr.irclie*. The Marfaddcn .\ct of 1927 governs the extension of 
. *• «n lie opened by it only if the State lawx permit 

.J- h- ®»"J C'«?D then 
1 *r ''«n"*'c»cinbef)rcrclinthearciof Hi,. 

‘ - I il w if j: 1,1. I ; 1 thin Ici.ft.) pj-pic. 

-*•" ‘!.T n im-:ita-j Banking, 2nd IMiticn, chapter ca BarAwg SMinUt/. 
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the varioas parts of the country. The startingr of new banks is a 
difficult affair and whatever naight be said in favour of independent 
local banks the verdict of experience, specially in the United Kingdom 
and Canada, has gone against it and the branch bank system has come- 
into vogue. 

The opening of branches will afford an outlet for the surplus 
capital at the head office and minimise the danger of its being inveaCed 
in hazardous undertakings. They afford facilities for the transmis- 
sion of money from one place to another and can easily bring about a 
proper distribution of capital according to relative oeed.s of time snd 
space.*® Uniform interest rates can thus be easily secured. The 
small traders can be educated as to the advantages, of a banking 
account. The branches will afford the best possible professional 
training ground for young people desirous of a new career. Expenses 
of management can tie economised. The opening of branches all 
over the country wonld lead to an elimination of the banking risks 
involved in financing industries to a great extent. A branch bank 
can spread its loans over several industries which an independent local 
bank cannot hope to do. 

It will lead to an increase of banking fonds,^° The various 
branches will give ample facilities for gaining accurate information of 
the credit standing of the customers. The branch bank system can 
be easily extended to places too small to support a regular bank which 
requires a full complement of officers and reserve of coin. A unified 
policy is possible during periods of emergeucies. The system of 
clearing would become simple and effective. A greater use of cheques 
might also be expected. 

But there are some disadvantages of the branch bank system. 
Each branch is a source of weakness and loss at one branch may lead 


*8 Sir Basil Blackett echoes the same cpiuon whea he says " that the steady extea^ 
of baBinesB of banks condneUng business on sound lines leading to the estesskm of banking 
facilities will provide one of the promising prospects of eventual relief from the diflfcnlties of 
seasonal monetary Btringency.''~8pe6ch wWle opening the Centwl Bsnk’s Csfcnttu Bt«ch. 

i> " The deposit habit *’ as Bsgehot says, *■ is a very difficult thing to begin because 
people do not like to let money oat of their sight without seenrity, sull more cannot sU at o^ 
aeme on any single person to whom they are content to trust it unseen, and unseoim. But 
s rrinch of abigcuVbank conducting business in their midet effectively dispels this susp.. 
oion from their minds. 
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to a run on the whole establishment of which the branch is only a 
part. The branches may tend to rival the older establishments of the 
place, if any, and this rivalry may lead to the lowering of the bauMng 
standard. There may be a falling off in the nature of securities against 
which banking accommodation is sought and overbranohing may lead 
to overbauking aud the extreme ligour of modern competition will 
force the nuuierous branches to tout for unsafe and risky business. 
An undue and disproportionate multiplicity of banks will be co-existent 
with a tendency to indifferent banking bnance. Small independent 
banks may be driven out of existence. Too many branches and all 
of them working under rule of thumb methods will tend to stifle intelli- 
gence and the branch bank system might tend to remove superfluous 
capital from the provinces into the metropolis and then the provinces 
might view this draining away of money with disfavour. Delay in 
the matter of granting loans would result to a ceitain extent as there 
is the necessity for reference to the bead offiie while sanctioning a 
loan. 

Many of the above-mentioned disadvantages are not inherent in 
the branch bank system. Nor are they the inevitable concomitants 
of it. Most of them can be eliminated by instituting a system of 
effective audit and insisting upon weekly reports of business from the 
heads of branches to the bead office. There should be a clever training 
imparted to these officers at the head office before they are sent out 
as beads of branches. An efficient peripatetic supervision by the 
manager of the head office would obviate many of the above defects. 
Some of the directors should make unexpected visits at the branch 
offices to see the way the business is conducted. If the branch banks 
are established in response to actual demand, if they follow strictly 
the legitimate duty of attracting deposits, if they confine themselves to 
mastering the credits'of their customers, if they keep down expenses 
to a proper level aud if they eschew all rivalry with the existing 
older bauks and be amicable with new rivals that may enter the field, 
there is no reason why they should fail and cause ruin to the parent 
bank. Local businessmen may be appointed to advise the branch 


“ There ehonld be a chief inspector for eecdi large bank and these in^ctors 
confldentiel reports ss to the state of bankiDg baeinese condncted by the branches. 
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managers as to the granting of loans and to study the needs of parti- 
cnlar localities and gauge the personal credit of the customers of the 
bank, Eeasonable allowance of power and discretion of action should 
be allowed to branch managers who may be induced to identify them- 
selves with the people of the locality by their activities and pursuits. 
Frequent changes in the personnel of banks would give no scope for 
the perpetration of fraud on the part of the bank officers. If the 
above injunctions are strictly observed by the branch managers the 
branch bank system affords the best solution of increasing banking 
facilities in any particular country.*** 


Siiecial Circumstances of India. 

Although the salvation of India lies in this particular direction 
several well-informed people consider that a rapid increase of branches 
can never take place as tb.re is a pitiable dearth of trained banking 
emplo\ees available to work these branches satisfactorily. Some are 
of opinion that it is of no use to merely increase the number of 
branches so long as the present psychology of bank depositors conti- 
nues unchanged. The first breath of ill wind scares away the Indian 
depositors and a convincing testimony occurred so recently as in the 
case of the failure of the Bengal National Bank.®* The late Sir 
Bernard Hunter said long ago that the Indian customers go in to the 
branc hes only for loaning purposes. As the inflow of money is not 
very substantial the brancties act only as an outlet for the remunera- 
tive employment of the parent banks’ loanable resources and not as 
feeders to the slender resources of parent banks. The question of 
espense has also to be reckoned. At least five to ten years must 
elapse before the branch can be made to pay its own working expenses. 

The iraBtes griging ont of competiiiTe banUng can be controlled by efficient sopem- 

ano at the head office and the main aim of the m nageinentol the head office ahonld be to 

abolish preferential treatment to few favuired customers and high rates in established centres 
of business to'oonnteract the low rates in onderelopcd regions. 

» The depositors of the different loan offices of the Bengal Province began to feel the 

pressnre of the depoators’ call and the Federatiim of the Bengal Loan Offices was more or less 

a defensive setion on their part to strengthen thdrbsnds at snth time when the depowtori 

Lesome unieasonajile and insist on the prompt rqaymenl of the deposit. 
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Mr. M. M. S. Gubbay saya, “ that branch banking is impossible as 
sound and liquid investments are not to be had in the interior and the 
branches cannot hope to utilise their working capital in sound conser- 
vative and automatically self-liquidating investments.” 


Actual Practice. 

Coming to actual practice one finds that the branch bank tendency 
has taken root in this country. Owing to the mammoth expansion 
of the Imperial Bank and the recent bank failures the managers of 
the indipenons banks are difiBdent as regards the policy of branch 
expansion. jTo doubt these conditions will soon pass away but the 
lack of trained banking employees to work the several branches is a 
real obstacle in the path of extension. This absence of trained bank 
ofScers has been chiefly due to two reasons. It is only the European 
people who have monopolised the banking business as their avoc. aon 
and few qualified Indians aspire to have a successful banking career. 
The unsympathetic attitude of the managers of the immigrant banks 
is partly responsible for this state of affairs. While the European 
officers are shifted from department to department to grasp their 
routine the Indian officer has to litm%lly rot in one department before 
he can obtain the opportunity to master the work of another depart- 
ment. The unconscious stifling of all chances and narrowing the 
scope of his vision have tended to deaden his faculties. It is a matter 
of poor consolation to record that ** only eight officers have been 
allowed to rise from the ranks ” and undertake the management of 
the newly erected branches of the Imperial Bank of India. 

® The following (able sbowf this tondency clearly 

Name of the Bank. Branches (including 

"gencies). 

1. The C. B. of India, Ltd. , . ..16 

2 . The Punjab Nations 1 Bank ... 25 

3 Bh'rai National Bank , . ... 6 

4. The Poona Bank .. ... q ' 

6 . The Bank of North Ihilia ... ... 6 

6 . The Indian Bank ,. ... 4 

7. The Bank of Mysore ... ... 

8 . The Bank of Baroda .. ... 


1025. 

17 

34 

6 

Closed 

Closed 

6 

9 

15 
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Ab regards the psychological objection it must be remembered 
that financial confidence is a plant of very slow growth and needs 
carefnl'nnrturing. It is barely a few years since onr Indian banks 
managed by Indian officers have been condncting bnsiness. Mutual 
confidence between the bankers and the public is only a question of 
mutual sympathy and general prosperity. 

Coming to the argument of the late Sir Bernard Hunter it must 
be noticed that it is not a serious objection to the starting of branches. 
Only he has advised caution on the part of bankers who may be anxious 
to increase these branches out of all proportion to the loanable capa- 
cities of the banks. When requested by the late Sir David 7ole to 
reorganise the Alliance Bank of Simla his first advice was to close some 
of the branches which were not earning any amount of profit.^** Any 
dissipation of the bank’s reserve in several places would tend to in- 
crease the vulnerable parts of it in its armour. It must have been this 
argument that must have prompted him and other founders of the 
Imperial Bank to refuse to accede to the wishes of Bai Srbeb Seth 
Nathmel who wanted the Imperial Bank to establish its hundred 
branches in places which did not possess any banking facilities. As a 
banker’s bank its position must be impregnable. 

Neither is Mr. Gubbay’s objection a formidable one. The 
branches would have to lend on the general credit position of the 
borrower and even in case of internal bills the attending documents 
would not be forthcoming. In America, England and on the European 
Continent such domestic bills are discounted freely by the banks when 
they are satisfied of the genuinenass of the transaction which has given 
scope for the creation of the bills. With the help and co-operation of 
the shroff such bills ban be secured easily and if the banks can secure a 
central rediscounting agency these bills can be easily drawn in a form 
acceptable to the banks. It is the doty of the banks to accumulate a 


a See Sir David Yole’s speech to Ibe shareholders of the Alliance Bank ot Simla at 
their annual meeting held on Aogost 1922. A reserve for branch banking can l&evrise be 
Bceumalated and though it would prove a burden on the general proEts in the beguming ye 

in the long mn it wiU enable the banks to extend brandies and help Uia geneml eronom 

developmentoflheoonahy. ThePeople’a Bank of Imbore V ^ 

Bank of Simla had 51; the Tata Industrial Bank 126; t'le central 

Bomb.y40; The first two banks have failed. The third amalgamated ilself with the Gentr I 

Bank. The fourth has recently suspended payment (Mardi 10, 1924.) 
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reserve as a provision against bad and doubtful debts and as an 

equaliser of dividends. ^ ^ 

But the remarkable pity of the present situation is that branches 
are not established in places which do not possess banking facilities but 
only in district capitals, populous towns and the chief monetary centres 
where banks already exist. Banking facilities should be extended into 
the interior of the country. The small agriculturist, the petty artisans 
and the local traders are those who are the chief sufferers and our 
banks should by extending their deposit discount and loaning functions 
spread a useful fringe of benefits over the entire community and pro* 
tect it from the capitalist money-lending traders. The report on the 
Moral and material Progress of India 2 ® says “ there are at present in 
all India under hundred head offices of the banks with 822 branches. 
The proportion of the total towns in India with a population of the 
thousand and over in which banks and their branches are situated 
is still only 25 per cent.” The following table gives us an idea of the 
joint-stock banking institutions of the following countries. 



India. 

The Uxuted 
Kingdom. 

The 

B. 8. A. 

Osnada. 

Australia. 

Japan. 

No.o£Jt. St. 

Banks 

74 

20 

27,000 

14 

18 

1,585 

Branches. 

500 

9.3S1 


4.000 

2,795 

. 4,000 


The private bankers, j.e., the Marwari banker and other indige- 
nous confreres of his, carry on a lot of banldog business but no statistical 
information can be obtained as to the number of their agencies and 
branches. Making dne allowance for them one does not find that 
branch banking has progressed very favourably in Indio. It has been 
estimated that no less than 0,457 banking offices exist in the United 
Kingdom and although India is nearly 15 times greater in area and 
seven times larger in the matter of population than the United 


«toa»im9ai.l823 edited by L.3?.R„hb«»k WflliaBe. The situation ia a«« the 
BBine. We bare only 100 Indian jt.-st. banks with about 600 branches. This does not 
reckon either the Imperial Bank audits braochea, the Exchange Bank and their brBii>>be 
and the private banker, and their establiahmeutB. , “ 
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Kingdom one notes that it is seriously underequipped in respect of her 
banking institutions. In Scotland one finds that « every village has 
its own bank.” MacLeod says, “What Nile is to Egypt so is the 
banking system to Scotland, a fertiliser.” Happy would be the day 
when each big Indian village would be in a position to boast of its own 
humble banking offtce. At present many a town with a population 
of 20 to 40 thousand inhabitants goes without even a branch bank 
whereas in England “ every town with a population of 20 thousand 
people has been over-banked.” In many places the starting of a 
branch bank is viewed with apprehension and every attempt to tout for 
business is deprecated. 

Unfortunately the case is not so with India. In the first place 
there are not many big banks conducting business on sound and conser- 
vative lines, the Imperial Bank and the Exchange Banks excepted. 
The rest of the banks with the notable exception of the Allahabad 
Bank are new-born institutions and the crisis of 1913-lJ mercilessly 
weeded away the speculative and the less stable of the Indian jt.-st. 
banks. Moat of the banks are labouring under the difficult and slow 
process of building up their business but it is apparent that the existing 
number of banking offices are totally inadequate to meet our growing 
needs. As the Indian Industrial Commission says, “ the banking 
facilities are purely non-existent to the major part of our population.” 

But a far greater number than the existing branches are required. 
In short the crux of the situation lies in the attracting of more capital 
to the vaults of the banks. This should be done by increaang the 
authorised capital 'after getting the necessary legal permission. Our 
old and [well-tried banks which have borne the scrutinising tests of 
time and have come out purified and strengthened by the ordeals of 
several crises should extend their branches. It would bo extremely 
unwise and dangerous to entrust our deposits to new banks whose 
integrityTias not been proved, whose, stability has notbeen put to the 
test and>ho8e solidity is still a matter of doubt. These will be subject 
to all the ills of infant banking and India can ill afford to lose the 


ae The- Government of India Io,k« forward to the establishment of a brandi of tba 

Imperial Bank in every district and every town of importance. Boiighly spea ng a 
present one banking’office for every 900.000 persons hi India. 
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Uttle capital aheposseBses. The next phase of development in our 
banking business would be the financing of our country by means of a 
well-devised system of branches strategically situated so as to tap the 
deposits of the people and minister to their economic needs wisely and 
beneficially. 

While in Western countries attention has been drawn to the 
branch bank versus the independent local bank controversy in India 
on the other hand some ignorant persons find an apparent conflict of 
interest between the branch bank extension policy and the development 
of the urban co-operative banks. Mr. H. Dnprenex and Sir J. 0. 
Coyajee have been the staunchest exponents of the Urban Bank’s 
extension policy. Both of them realise that the joint-stock banks are 
handicapped as their foreign managers find it difiQcult to expound their 
branches and gauge the personal credit of local customers. This is the 
real limitation to the development of the immigrant banks in the country. 
Hence Co-operative Urban Banks should be started to mobilise the 
unorganised capital in the interior, to provide financial facilities for the 
small industrialists and the artisans, to familiarise the people with 
forms of credit such as notes, cheques, hundies and bills of exchange 
and give them sound education in the matter of paper currency 
circulation. 

But there are certain difficulties hindering the growth of the 
Co-operative Urban Banks. The want of leadership, lack of true 
co-operative spirit, the spirit of commercialism, lack of adequate 
financial facilities, lack of capable management, and a wide difference 
in the moral outlook of the townspeople are some of the chief 
difficulties and they have not increased to such an extent as the 
agricultural credit societies though both have been started at the 
sometime. It is only in Bombay, Ahmednagar, Poona, Belgaum, 
Dhaswar, Calcutta, Chittagong, Mymensiugh, Pabna, Jalpaiguri, 
Madras, Chinglepet, South Canara and Salem that one really comes 
across progressive Urban banks. As the bonds and bases for co-opora- 
tive union are so very many in our society even this little success has 

» There is* table ehowing the ptogrege ol the PiovindBl end Centrel Co-operative 
Banka and UibeeCiw^taUve Credit Societiea with bmited liability and a capital and 
ReBBive aniounling to one lakb of rupees and above. As in the case of (he Indian jt.-et. 

(be Btatietioal Beparlmenl bee lulroduced a classification and all nrban poseeMing 6 
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been rendered possible. The great sociological factor, caste, has been 
contributing to their success. Moreover the failure of the ‘^mushroom” 
swadeshi banks has given a decided impetus to their growth. The 
different Eailway Employees’ Co-operative Urban Societies have also 
been flourishing mainly due to the privilege of deducting loans at the 
source out of the borrowers’ salary. 

But much more real work can be done by utilising the machinery 
of committee management as in Italy and employing banking officers 
or trained members of the Indian Co-operative Service as secretaries 
of the urban banks. It is only by these co-operative urban 
banks or by a development of the branch bank system that 
banking facilities can be organised. Till then "the Indian people 
will be minus all that makes the wheel of life turn smoothly, minus 
water, food, clothes, oil, sanitation, doctors, medicine, and education. 
These are chiefly traceable to that vacuum in the body public, viz., 
the banking system for which India so wearily waits." 


Foreign Branches. 

The scope of the Indian jt -st. banks must expand and they 
must accomplish more to-day than what they have been doing in the 
past. The vital need for the future is to establish such banking insti- 
tutions as would render all the services which a customer would require 
whether in this country, or elsewhere without " splitting ’’ np his 
account. With a growing population and ever-increasing manufac- 
tures and trade it requires an expansion in the outlook of the bankers 
who shall not be hampered by restrictions in the available quantity of 
banking resources.*® 


lakhBBndoveraredaBBifiedinOIassA and those possessing 1 lakh and over and below 6 

lakhs are placed in Glass B. . 

» See Sir Daniel Hamilton’s Essa-y on " The PoUcy of Development m the Indian 

tracks and finance the petty artisan and the small trader. 
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It is not only in their ovtn country that the English and German 
Commercial banks try to establish their branches but they attempt to 
establish themselves in the chief monetary centres of the world. Eai\- 
in« to establish a foreign branch they at least make some workitig 
anangements with a foreign bank. The practice of holding shares in 
foreign banks has become an established fact in the English banking 
system. Daring the war the first purchases of Irish banks were 
made. Scottish affiliations were then taken up. Many of the Eng- 
lish Banks combined to have a foreign bank or attempted to hold a 
controlling interest on a large-scale in various colonial and overseas 
Banks.*® 

Some of our banks must be international banks thoroughly 
organised and do business of an unimpeachable type. Our growing 
trade with Japan and America is becoming an established fact and 
foreign branches at Tokio and Eew York will not fail to be advantage- 
ous concerns.** At least international alliances should be formed. 
Foreign institutions are encroaching a bit too freely on our domestic 
business. The interests of Indian businessmen would be better 
served if **alUlndian" banking faciliides can be afforded. 

The advantages of such a policy are very many. It is not ont of 
patriotic desire to see India represented in the foreign field that the 
starting of a foreign branch is recommended. A systematic encourage- 
ment can bo given by them to their customers "to get a footing" into 
the foreign markets. Trade information and. credit intelligence of 
trading firms all over the world of a highly practical character can be 
gathered by the intelligence de.partment of the foreign branches. It 
can link domestic with foreign customers and expand India’s growing 


M The British Overseas Bank le prsctically meent to operate aa a common foreign 
department for some of the smaller bonks of the 1>. hloney Market. Ihe British Trade Cor- 
poration was mainly intended to provide British foreign banking facilities in different steag 
so as to encoarage British inannfflctQrei 8 and traders withont at the same time n nF njy.t,Hg 
with vell-eatabliahed institutions. 

« In Sew York brandies in the fnilest sense of the word are not allowed. Agendes 
can however beesfeblished and for this a foreign corporation has to pay a fee 

annnatiy to the Superintendent of the State Banking Department. It should also aatisf; 
him as regards its financial stability and its powers under its foreign chaHec to i^en an 
agemqr. It most make certain returns in accordance with (he provision of Section 147 of the 
Banking Law of New York. 
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trade and seek an outlet for marketing her manufactures. They can 
take up the financing'of foreign^drafts for exporters at all times. It is 
true that the Exchange^Baoks are now doing this business, but there 
should_]be a systematic policy on the part of the Indian jt.-st. banks 
to help the domestic trader to get into living touch with the foreign 
market and it is undoubtedly true that " trade follows the bank as 
much as the flag.” 

The parent bank can profit by transacting foreign exchange busi- 
ness with the help of their foreign establishments. There is no reason 
why the Indian jt.-st. banks should not undertake exchange business 
and finance* the domestic trader’s foreign drafts. The jealousy of the 
Exchange Banks would stand in the way but there is no reason why 
they should resent fair competition with such strong institutions ; it 
would force them to conduct their business on safe and sound lines. 
Competition among several banks to do this business means that 
importers and the general public would be able to purchase their drafts 
at a lower price than formerly. 

The clientele of the bank reap ample advantages in transacting 
the whole of their banking business with one bank. They make inter- 
national payments or obtain ample credit facilities in the United 
Kingdom and in the foreign countries. The foreign branch may 
serve as a good auxiliary through the medium of advertisement and 
personal invitation to attract deposits. It may obtain- much promi- 
nence for the parent bank among the foreig'n banks by whom its 
foreign exchange is purchased and among the other banks of the world 
with whom accounts are kept and by whom drafts against its' letters of 
credit are negotiated. 

The foreign branch of a bank practically transforms the parent 
bank into an international banking institution. It thereby vastly 
expands its usefulness and places it in close touch with long-established 
industrial and monetary' centres of the world. As our national savings 
and income expand the foreign branches of the bigger joint-stock 
banks may enable them to place their funds at remunerative rates of 

interest whenever an opportunity affords itself in the money markets 


32 They should make it a systematic polity on their part to insaie stability of foreign 
' pj.^TiaTig« transaotiottB conducted by them. 
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Of tho world, by the purchase of foreign bills of exchange as an 
investment, or permit them to borrow funds at f.ivour.iblc rates m 
the money markets of tho world by issuing finance bills. The 
foreign branch may enable tho parent bank to cultivate friendship 
and comrade-hip with the master financiers of London and New York 
whose opinion as regards Indian financial mitters will be of much 
value to tho Indian Banks. 

Thc«!e are some of the advantages of a foreign branch if if is 
soundly and conservatively managed. America which was so long 
dead against tho branch bank policy has deliberately undertaken the 
opening of foreign branches to help their customers. Tue National 
City Bank of New York has d.5 hr inches m its foreign system and is 
contemplating expansion of its business in the new fields. They 
have a number of foreign trade experts wh*ise sole business is to 
furnish the domestic exporters with the information of the htate of 
foreign customers, the nature, extent, and volume of their business 
and lastly the bank finances the foreign drafts of the American expor- 
ter. He opens a current account with the bauk and turns over all 
its foreign drafts to this bank for collection by its foreign branches 
and this sum is credited to the customer’s account. He makes an 
agreement that tbo bank should accept all the clean drafts drawn upon 
the bank itself to a certain limit which is determined by the volume 
of his c.\port trade and thus the domestic trader finances himself for 
the short period in the most economical manner and the policy has 
been styled “tho r efinancing by acceptance ” and it is by this means 
the bank encourages the foreign trade business. 

It is high time that some of onr banks should learn such methods 
and expand their field of operations from domestic banking to wider 
fields of international finance by opening foreign branches or starting 
.separate banking companies in the foreign countries working solely 
under their control ” They shoutd study local conditions in foreign 


» Tbsieanl'e»i«led 10 in cue the imtSoa SetjeJ bj Iba foreign ecaalrr is n:y 
t-eixy ar i ii'.ely to w|'9 oot a j p-cSt tbit msj hi ro.'tVonjia?. Tbls is exiftlr what 
tbi Ban!: dil when tb» Spsii»b Gowru-sttat U;ia to itnjiore a tax on the 

entire rip ot v.t b«V Oflite so-n? piY.V I;,„ 'tea rc«-nmcn3.i.. thev^rysvne 
n -»«re.h the they d, «; re.!.« fnt ,t cin he ci<x e-.xd^d by renii-cn^ 

*eprMe ccaTsatci. 
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countries carefully. They should secure continual advice and co- 
operation of men acquainted with important business firms. They 
should take precautions against losses arising out of currency fluctua- 
tions. They have to adapt themselves to surrounding conditions, 
including laws, business customs, and observe the precedents of local 
banks. The foreign branch must first start its business by dealing 
successfully with foreign exchange operations. The foreign banks 
would have to purchase aud make advances against commercial bills 
drawn on importers in the country where they transact business. 
Under all circumstances they should avoid over-extended foreign 
commitments. 

The foreign branches must enable their home office in India to 
develop acceptance business. It is only after a successful transaction 
of this business that loan and discount business should be taken up. 
The attracting of current local accounts can then be systematically 
pursued. Their advances must be of a short-term nature. Foreign 
commerce can benefit the bigger Indian joint-stock banks by fur- 
nishing for their funds a legitimate and genuine field for use and 
thereby lessen the temptation to enter the arena of speculative invest- 
ment. But service to the domestic clients should be the sole object 
and the profit-making motive must be subordinated. Domestic 
traders can also be provided with convenient facilities for securing 
finance abroad. 

The misguided notion that foreign branches eat up the parent 
bank's capital and draw funds away from domestic use is not at all 
correct. A foreign branch is indeed a costly affair and it certainly 
a long time to establish its reputation for honesty. But it may 
then attract more deposits than what it actually lends there. Origi- 
nally the Indian Exchange Banks could not attract Indian deposits. 
They relied to a great extent on their own capital and deposits attracted 
in London. But now they are able to tap the pockets of the Indian 
people also. The same is the case with the Chartered Banks of 
Canada. They have branches or agencies in the United Eingdom, 
the United States of America, France, Spain, Italy, the West Indies, 
Cuba, Mexico, Central and South Africa and in the Orient also. They 
give every facility to the Canadian exporter to secure foreign markets 
They enter the field and pave the way for trade expansion. Exporters 
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are sent to every country to study and report on trade posfflbilitiTO. 

These Canadian banks do not consider these branches as a financial 

burden They have actually loaned outside of Canada sums up o 
$183,(100.000 (call loans in New York excepted) while outside deposits 
have amounted to $318,200,000. The same has been the experience 
of the British ioint-stock hanks when they opened foreign branches 


in France. 

It must however be emphasised that all the Indian banks need 
not go about in porsnit of foreign exchange business but those that 
do enter into competition with the immigrant exchange banks would 
do well to remember that a foreign branch ie an indispensable accoutre- 
ment for an efficient and encceasful transaction of this business and 
it is false economy to rely on the services of foreign agents. But 
those banks that aspire to do their bit ** in the expanding of India’s 
foreign trade and industries cannot really acheive anything unless and 
until they are directly represented in the foreign countries. Foreign 
banks generally care more for the industries of their own country and 
nsnally do not perform their services with secrecy and impartiality. 
American Industry and trade suffered largely by frequent disclosures 
through the medium of foreign banks. Hence certain American 
banks were encouraged to open foreign branches for collecting export 
bills, honouring and issning letters of credit and supplying current 
credit information for the benefit of American industry gathered from 
dependable sources. 

But those banks that wish to confine themselves to the internal 
operations of loaning, overdrafts, discounting and aspire to mobilise 
our monetary resources should not open a foreign branch but keep clear 
of “ foreign entanglements ” as it will be a costly luxury to them.®* 
The nnnsnal responsibilities of local deposit and commercial banking 


»* Vide S. Fisk—" The iTonuoios of OsnadB '* poblisbed by ibe Banken TniatCo., 
New Yerki 1920i p. " 

The troubled conditianB in EnropB and its depreciated ontienoy Kara scope to Oieae 
btanobeB to seonre good deposits. Balances have in moat casea been traneferied from 
nna^in owren^ hiioinorB/Mrtain currency and ac the depoaifa of the branchee of the 
Enghah }oiDt*stock banka grew at the expense of loiel banks 
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ana legitimate satisfaction of its clients in the matter of banking 
accommodation mnst be thorongbly grasped by the foreign branches. 
The Midland Bank which is one of the Big Five in London systema- 
tically pnrsues this policy of keeping aloof from foreign deposit banking 
or even affiliations abroad.®® The rest of the “ Big Five ” have girded 
their loins for increased foreign activity. In the words of Sir John 
Fergusson of Lloyd’s Bank the policy of big banks is " to serve the 
•world ” and secure a compact and co-ordinated All-British Imperial 
and World Banking 8} stem” as the London Tiww pnts it. English 
Banks have their directors nominated to several aflBlig f pd foreign 
banks and they have acquired interests not only on the European 
Continent, but in South Africa, America, Australasia and 
Asia. 

Bills of Exchange. 

In the chapter on the Indian joint-stock banks the necessity of 
employing uniform standard credit instruments preferably of the 
bilingual type has been pointed out. There has been no bankers* 
association enforcing or arranging and promoting the use of stereo- 
typed forme of contracts, agreements, vouchers, accounts and other 
documents employed in banking business. It is indeed high time 
that this grave omission is rectified and the inland bills of eschange 
mnst become very pjpular as credit instruments. 


Financing of Inland Trade. 

Sufficient attention was not drawn to the internal bills of exchange 
or inland trade bills till the year 1920 and the Indian banks never 
cared to finance inland trade largely by means of disconitting trade 
bills. It is indeed true that handies were used to a limited extent in 
this direction. But, broadly speaking, the system of cash credit was 
adopted in preference to trade bills. The advance is made on demand 

S6 See the Cbeirman's addraBS to the abarebolders at tbe Annnal Meeting, 1921, gaoled 
from Ibe Bankers’ Magazine, Lon 'on. Bat the other banks belonging to the Big Bite bare 

opened banka •which ibej control in Prance, Spain and Belginm. But they realise that the 

limit of exleneiqp in tbe foreign fields baa been reached. 
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ptomtaot, Bignea by 

rth« to ^Bfl partarahip mth eoUater.) sMOnty whm 

Ttobnlk ofommmwnMle bnsmeBB iB tonsaotea on tSuB cash oreait 

baaia or '■ raniniig owttoft " baoia aa bantera pot it. An ^rt n®- 
cbant who wishoB to aeonre banting acoommodaMon to help him in the 
aapoit of raw material would approach the banker and aecnre 20 
lakhs as the maximam for the overdraft for a specifi^ period. The 
actual accommodation howev® depends on the varying needs of his 
busiuesB. This affords him cheaper finance than any other methods. 
He nenally takes notes or rupees from the bank and purchases the 
product from the cultivator direct or through an intermediary and no 
bill is drawn on him or his intermediary by the onltivatm*. He sends 
the material ont of the country and draws on the foreigner. This 
export bill is bought by the exchange bank and the proceeds would 
enable the merchant to pay the loan to the domestic bank. 


What happened in 1980 and after. 

The analogy of the Federal Beserve Beard appealed strongly to the 
Babington Smith Committee which recommended the issuing of 
seasonal currency against export bills.®" When the Paper Currenoy Act 
of 1920 was passed the difiSculties of basiug the seasonal expansion of 
currency up to five acres of rupees on export bills were z-ealised and in 
their place the internal bills of exchange oa* hundies were recommended 
as suitable cover.®® Detailed regulations were issued on 16th Febrnaty, 
1922, to this effect. The rate of interest at which this seasonal currency 
was made available to the Imperial Bank was fixed at 8%. The 
experience gained in this matter during the two busy seasons of 1922-28 
and 1923-24 pointing out the necessity of raising this limit from five 
to twdve crores of rupees. The loans were also made available to the 
Imperial Bank as soon as the bank rate rose to six per cent, and the 
whole amount was made available at a predetermined schedule of bank 


V P**110*** before the Haton-Yonag Commisrioa, Vol. 

» jBteaBncoinotemnmeryofprovjBonB for eeasonel espaoeioa of oatreBOT. seethe 
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rates. But during the busy season of 3923-24 in addition to this ex- 
pansion. notes had to be issued by adding the British Treasury Bills to 
the extent of 12 erores in the Paper Currency Reserve. In September 
1924, it was announced that Treasury Bills would be used as the basis 
for expansion of the P. C. R. and a change was also made in the 
issuing of loans to the Imperial Bank. Pour erores were made avail- 
able at six per cent, and the remainder at seven per cent. The 
Government also undertook to reimburse the Imperial Bank for 
the amount of loss sustained by it in “ creating bills *’ to the neces- 
sary limit. 

It is indeed disappointing to find that although self-liquidating 
bills of exchange were recognised as the basis for seasonal onirency and 
due provision was made for it still no attempt was made to popularise 
these bills of exchange. The Imperial Bank had really to “manufac- 
ture " bills out of cash credits granted to the merchants. As a heavy 
stamp duty had to be paid on these bills the bank bad to consent to 
bear this duty and although the Government came to the rescue of the 
bank in this connection neither the Government nor toe Imperial 
Bank undertook any measure to increase the volume of internal trade 
bills of exchange. The paucity of bills and the absence of an 
active discount market were realised by the advocates of the Central 
Bank of Issue but they preferred to run the risk of prematurity in 
starting this Central Bank. Although there is no other method so 
successful as the starting of a Central Bank for toe improvement of 
the discount market, still other attempts must be made to popularise 
the drawing of trade bills. 

Recommendations oj the Bengal Chamber of Commerce. 

The Bengal Chamber of Commerce in its memorandum drawn in 
September 1924, drew attention to the necessity of increasing toe bills 
of exchange and suggested that the stamp duty should be reduced and 
the Government should willingly accept bills on stores purchased 
locally so that these would become popular instruments available for 
discount in the money market. Some of toe more successful and 
large-scale manufacturing firms like the Tata Sons and Go., already 
adopted by this time the practice of drawing on the wholesale mer- 
chants and these were freely discounted by the banks in the Galoutta 
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mowmeDteftom th. »P-«>m>h:J to the port oantoB ® 
tode vtos eol d<me by the mlerd.1 httle of eaeheoge and nnleto thieia 
done freely bale would not inereaae and an open diaooant mar^ cannot 
be created in tbie coaclty as in the case of the eoonomically developed 
Western ooantriea. Lack of knowledge of bank acceptance and 
adherence to old and time-honoured methods must have been the 
sole causes responsible for our backwardness in the nse of bills of 
exchange. 


Advantages of multiplying the Trade Bills. 

The Central Bank's business is admittedly to finance the coinmer- 
cial banks by rediscounting their bills, or if open market operations are 
allowed, the buying of such bills of first class character is its legitimate 
function. To facilitate the free and successful functioning of the 
Central Bank these bills have to be created and a discount market 
dealing with these bills has to be developed. Secondly the ordinary 
banks stand to gain much by discounting these self-liquidating genuine 
trade-bille. One great difficulty in the matter of branch extension by 
the joint-stock banks is the non-availability of such liquid instruments 
as these short-term trade bills. If enough scope exists for discounting 
such bills the bank would not feel it difficult to embmrk on such a 
policy of branch extension in the interior. The general public would 
stand to gain by stabilised money rates. Thirdly it is admitted by all 
that the system of providing currency on the security of bills of ex- 
change tends to make if automatic and due expansion' and contraction 
takes place as fresh currency is issued against bills and as these mature 
there is automatic contraction of the same. It is in the interests of' 
sound currency that these internal bills of exchange should be deve- 
loped. Fourthly, it must be remembered that . the Imperial Bank is 
becoming more and more censorious in the matter of the hmdies. -It 
is of opinion that hundks are becoming " very risky documents.”- 
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Ofle Of the GoTernors of the Imperial Banka® is, of opinion, that “hiindi 
brok^ generally are not of a reliable character and they have the knack 
of disappearing in a monetary crisis. Any bank which wishes to 
discount largely these hundies should take security from these brokers 
which should be conliscated if any loss arises out of these transactions. 
Endorsees of these hundies must also be of a solvent character. All 
these precautions are essential to check kite-flying by men of doubt- 
ful standing iu the money market. Finally, the creation of an open 
discount market has to be faced and when self-liquidating bills can be 
converted into gold the holding of such bills by foreign banks might 
be brought about. Continental banks are freely purchasing bank bills 
in the London Money Market and they do not buy even British 
Treasury Bills for they are precluded from buying bills unless'they 
have two names, Similarly foreign banks mightcareto hold our 
bank acceptance if we succeed in maintaining a free gold market and 
levy no practical hindrances in the matter of the export of gold 
the country. Lastly the habit of drawing bills has to be encouraged 
and if the indigenous bankers are assured of rediscounting farilities 
at the bands of the joint-stock banks and the Imperial Bank they 
would perform the original discounting of these bills and the cultivator 
can secure cash &om the indigenous banker. These can act as the 
discount houses iu this country. * ^ The indigenous banker would collect 
the proceeds of the trade bill from the drawee merchant who has already 
accepted it. He wonld have to be rewarded for this service. If his 
monetary compensation is higher than the cost o! securing a cash 
credit from a banker and moving rupees or notes into the interim: 
this method of financing internal trade by means of drawing bills would 
never become an established fact. 


89 See the late Sir D. B. Wecha, Written Evidence before the Hjlton-Ioang Com- 
miesion, Yol. H, p. 398. 

' « See 8. B. Thomne '* Prindples and Arithmetic of Poteiga Exchange,' 8rd Edition, 


jp. 96-99.- ^ ^ 

O original advantage forthcomiog ont of thie practice would be the cheapening 

f the oommiasion ohaigea in matUr of collestin? bills in a place whew the coll^g 
lanherbas no branch of hi« own. The present practice of charging double commiasum 

barges would be discontinued and might tend to increase the use of bais. , , 

<8 The cash credit practice is however liked by the banker as be can immediately wift- 
[«w bfa credit if the financial posiUoa of the borrower becomes ^akmed. It is also 
idvantegeom to the customer aince he pays interest on the actoel boiwwag of his. 
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Other Suggestions', 

Now that my anggestion for a standardised inland bill of exchange 
drawn up in ^emacnlar is accepted « it remains for the Local Govern- 
ments to consider the reduction of the heavy stamp duty which has been 
suggested by the Hilton-Young** Commission and approved by the 
Government of India. As it is a matter for the Provincial Govern- 
ments to decide it would take certain time to accomplish this needed 
change. To defeat the intentions of the law bills are drawn as 
Darsaui or sight bills for these need not have to pay such heavy stamp 
duly as the usance bill. There is always the implied understanding 
that the bill would be renewed. As the present tax ** which bills 
oiher than demand bills would have to pay, ranges from 3 annas to 
27 rupees up to Bs. 80,000 and sob]*ect to Bs. 6 for every additional 
Es. 10,000 or part thereof in excess of Bs. 30,000 is nearly two times 
heavier than the tax prevailing in the United Kingdom there is 
every reason for prompt deduction of this “nuisance tax *'•— if the 
resources of the local Governments do not permit a complete abolition 
of the same. The Mysore Gkivernment have done well in abolishing 
the stamp doty on cheques as well as bills of excbange.*^ 

A change in the methods of agricultural financing will enable the 
bank to lend more on goods stationed in licensed warehouses or the 
borrower’s godowns and this would lead to a free drawing of bills of 
exchange against goods and commodities on a greater scale than at 
present. The creation of licensed warehouses in the interior would 
enable the drawing of documentary bills which can be freely digs 
counted. 


« See Ettn,‘'Pw«ent Day Banking in India." 8 nd Edn., p. 110 . Bflingnal printed 
forma tor bills oC C'scbango will greatly facilitate tbe use of tbe bills of excbnnge. 

** See para. IIG of the Hilton-Tonng ComraiBaion’a Report. 


See Atliole 13 of tbe first achedale of the Indian Stamps Act, 1890 and the AmenS 
mentof 1910. 

« Sec the aibdhnnter Committee Report, p. 228 . 

« Since these recommendations were made the I. 0. B. Enquiry Committee anMeat*^ 

that this duty shonld be abolished daring the coarse of five years by the different nrovinp' i 
GovemmenU. It also snggested that the stamp dnty on all bills of ea.honBeofL«T- 

one year's usance shonld be reduced to As. 9 per three thousand rnpeos. - - 


71 
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A change in the law is also needed. The existing law with refer- 
ence to the practice of the bills of exchange or handies needs distinct 
change in favour of the banks. A negotiable instrument if originally 
drawn as a bearer instrument must always continue to be so and rfiould 
not lose its bearer character by any restriction or reservation by reason 
of subsequent specific endorsements.'* s 

The lack of standardisation in the matter of the indigenous bill 
of exchange or the hundi, the use of vernacular and the varied local 
usages attending on the hmdies have placed intolerable diflSculties 
for the legislator and these hnndies are no longer governed by the 
Negotiable Instruments Act. A standardised linndi is essential but 
our efforts should he concentrated in the development of trade accept- 
ances and the education of the businessmen in the use of these bills 
is absolutely essential. This would eliminate the chief danger behind 
the hundij t. e., most of the hnndies are of the finance bill character. 
A trade bill with attendant documents which bespeak of its origin 
would rid all these evils. 

Permission should also be granted to put in not only the embossed 
stamp in the bill or htindi paper but an adhesive stamp can as well 
be affixed. This would bring in difficulties in the matter of allocating 
the stamp revenue between the Provincial Government and the 
Central Government. Some remedy should however be devised to 
overcome the administrative difficulty and allow the people to put an 
adhesive stamp on the bills, lii America during the war time there 
was a stamp duty levied on the cheques and bills but they were under- 
stood to create a good lot of ''nuisance ” so that these " nuisance 
taxes ’* were the first to be abolished as soon as peace'was restored.*^® 

Much capital has been made out of the illiteracy of the. people. 
It is indeed true that a large number of our people cannot read and 
write. In Egypt the illiterate people kept deposit accounts with 
banks though they had no idea of how to write their own names.®* 
It is confidence which is essential in this matter. Lacking this 


ffl Since these lines have been written this snggestea change bne been carried out. 

« See the fieport of the Indian Chamber of Commerce. _ 

M Bee the Evidence of the American Witnesses before the Hilton-Yooog CommiBSwr. 

n ' Bee P. T. Bowlott's Oral Evidence before the Babington Smith Committee. 
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there would be no free mobility of capital or any other use cannot be 
made of banking instruments if our joint-stock banks fail to conduct 
conservative banking business. 

Even if the legend on the bill is drawn np in vernacular in a 
standardised form it would not work miracles in the matter of making 
these instruments popular ones. A legitimate campaign for the free 
use of these bills most be undertaken in this country. Merchants 
should be granted preferential terms by the sellers of commodities and 
the wholesale merchants should grant preferential rates to retailers 
who are willing to accept bills in lieu of obtaining and accepting credit 
on open accounts. Commercial banks should be granting preferential 
rates to merGbanta who dnance themselves by discounting bills than 
to those who borrow on overdraft or by one-name promissory notes. 
The Central Bank itself would have to grant preferential discount 
and rediscount rates on trade acceptances.^^ In order to promote the 
custom of drawing bills some Central Banks are empowered in their 
charters to charge higher rates on advances than on discounts. 
The Reichsbank had to rehabilitate the bill of exchange as an instru- 
ment of payment in commercial transactions and the private discount 
market was reconstituted and the practice of bank acceptance was 
resumed once more.®® By August 1926 bank acceptances rose to 314 
mill. Beichsmark. But it has not yet assumed the pre-war size and 
extent. The charters of the Central Banks of Austria, Hungary, 
Czechoslovakia, and the Kational Bank of ■ Bulgaria prescribe that if 
the banks' loans exceed the total of the bills held, the rate charged 
for advances is to be raised to one and a half times the discount rate.^^ 
No such provision was enrolled in the various bills of the Reserve 
Bank, 1927-28. Even the new Reserve Bank Act of 1934 does not 
make allowance for this feature. The Imperial Bank and the com- • 
mercial banks would stand to gain if they freely discount these genuine" 
trade bills for these can be rediscounted at the hands of the Reserve 


M Similar measntes were advocated by the KemmetwCommiBrioh. See 

Beveidon to the Gold Standard in South Africa, para. 49 (g). 

^ 8eeDr.H.Schaat,TheStabili8ationofthoMaA,p.i96. 

« See C.H.KiBch and W. A. Elkin, Central Banka, PP.1M and 134. 
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Banlc.55 There should be a vigorous campaign conducted by all parties- 
the Government, the Imperial Bank, the joint-stock banks, the 
shroffs and the co-operative purchase and sale societie^to create these 
bills. By moral influence as well as pecuniary inducement efforts 
must be made to increase the bills of exchange. It would create a 
healthy and desirable development in Indian monetary progress. 


Dangers to be guarded against. 

There is always the danger of a Micawber drawing bills for his 
household expenses on the fond hope that something would turn up 
to save him in the long run. It is the duty of the indigenous banker 
to see that such abuse of bills is not made. Such accommodation 
bills should be eschewed altogether. Jlnowing the nature of the 
parties and their business it would not be difficult for the indigenous 
banker to know the bona-fides of the transaction. Gross-firing " a 
vicious practice freely indulged in some of the western countries 
should also be checked. Anticipatory bills are freely drawn and dis- 
counted by banks in America but there is a very grave danger with 
regard to these types of bills. As our agriculture is subject to pests, 
diseases of crops, and storms it might so happen that it would be as 
foolish as counting chickens before they are actually hatched The 
practice of renewal of maturing bills should be frowned upon and the 
indigenous banker or the original discounting body should be aware of 
the fact that too frequent or continuous and indiscriminate renewals 
mean a departure from the strict principles of banking and might 
involve them in pecuniary loss in the long run. The period for which 
h j l l fi would run might undoubtedly be longer, for agricultural trading 
in the interior, deprived of proper means in the matter of conveyance 


•5 As ths Reserve Bank is a non-oompetina bsok the tear that trade secrets wonld U 
given Bvray seed not be entertained. The lowering of the discount rates as a leselt of the 
ooKffdinaGon of the different consHtneats of the money market would facilitate the W of 

the hilts. The Reserve Bank shonid also discount trade bills even withoat a bank 

meat though perhaps it might change a lugher rate in fliia case than in the case of ae e 

Seethe London Bankei^s Mngarine.Dec. 1827-“ A soheme tor tte Numbering of 
Bank Offices, by'N. B.BaTieley. 
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facilities, requii-es longer time than any other industry. With^uch 
suitable safeguards as are outlined here the discounting of inland trade 
bills should be freely done and so long as bUls up to a certain limit are 
discounted by the banks there is no reason to suppose that the solvency 
of the banks would be threatened. 

Mechanisation. 

In most of the advanced countries the use of adding machines 
and other mechanical devices for performing the routine 
stereotyped work has become an accepted feature of banking business. 
In order to facilitate the work of the adding machines the big banks 
number their branches and the suggestion has been mooted that banks 
should be numbered so that adding machines can now.be freely u^ed 
in dealing with the cheques.^^ Such mechanical devices would not 
lead to an obsolescence of brains of the bank clerks but would tend to 
free them from the routine duty so as to be in a position to release 
their mental faculties for better use. There is no reason why Indian 
Banks should lag behind the other hanks in this respect. The adding 
machine is used to facilitate the clearing of cheques in the local Clear- 
ing House. Some photographic apparatus can be used for taking 
number of copies of documents, which are to be filed in the banking 
offices. Ledger entries in some of the English Banks such as Messrs. 
Ooutts & Co. and Messrs. H. J. Schroeder & Co. are made by 
machinery. In America the richer commercial banks get their ledgers 
written up by the Burrows Adding Machine. There are different 
devices for copying letters and documents, for sorting, arranging a-nii 
filing vouchers, for stamping work of all kinds, machines for subtract- 
ing and multiplying and preparing statements and for sorting and 
counting coins. 

Although the advantages of using machinery for routine work is 
understood the real reason why no move in this direction has been 
made is that clerical labour in this country is very cheap and the cost 
of the imported machines is undoubtedly very high. But in the 
interests of quick and accurate work the use of these mechanical 


» See alBo the Banbet'e Magazine, Jnly-Decoinber. 1926. p. §5. 
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appliances should be encouraged. The Indian Eailways use account- 
ing and calculating machinery in the compilation of statistics and they 
are second to none in their equipment. As an increased volume of 
account work can be turned out by machines without excessive 
additional cost, they must be used by our joint-stock banks on a 
larger scale than at present. 
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CHAPTER XX 


Bankinq Lbgisiation 

The of banking legislation— Foreign banking lepal* 

stances of India-Soggestions. 


The Bationdle. 

Tianiring is of high antiquity. Our ancestors were undoubtedly 
famdiar with banking credit. At least history credits them with that 
knowledge. Archaeologists have discovered clay tablets of credit that 
were in use in the Kingdom of Assyria.i Students of Mann, the 
famous Indian law-giver, are familisf with the well-known laws regu- 
lating the use of credit. The Athenian money-changers did business 
somewhat closely akin to modern banking business. Xenophon 
anticipated the idea of a bank but he was too far ahead of his time. 
In the Argentarii of Rome can be seen the nearest possible approxima- 
tion of a modern banker. The barbarian invasions of Borne and the 
ensuing unsettled conditions of Europe during the Dark Ages must 
have prevented the early development of banking business.^ During 
the Middle Ages the money-changers of Italy revived their business 
and the Tews, thanks to the persecutions of all continental countries, 
perfected the beautiful bill of exchange. The successful lead of the 
Italian merchants and their religious zeal to collect the papal dues 
while acting as the emissaries of the Pope in the continental countries 
led to a very extensive use of the bill of exchange. To Italy belongs 
the credit of having founded the first banks, viz., the Bank of 


^ Bee CollioB* Banking Lbw. Collins alao says that ono Egibi & Co. acted oa the 
nationai bank foe the Babyionian monaitdu. Theae baked day tablets are preeerTcd in the 
Britaeh Maamm. 


* According to the Boman Law each family hod to maintain a ledger in which the 
head of the family had to keep a record of borrowed money or money lent, all profits and 
losses or any diabarsementa of any kind. These ledgers were the only legal eridenco in a 
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Venice (1167) and the Bank of (Jenoa (1846). The Italian money- 
changer, the Jewish money-lender and the Lombard-street financier 
are the important connecting Unks in the banking chain. With 
the advance of centralisation in commerce and national life the 
necessity for public banks arose. The development of manufactures 
and rapid growth of international trade led to large-scale banking and 
to-day banking business is regarded as an honoured profession. It has 
received such a \dde and varied form that it is hard to believe that our 
ancestors were not familiar even with the rudiments of banking credit. 

If banking business is of such hoary antiquity and if state 
regulation of bankers and banking credit was well known to our 
ancients as evidenced by the Athenian regulations, the Code of Manu, 
and the Justinian laws,^ the modern state ought to feel at 

the perfunctory manner in which it attempts to control the modern 
banking business in the interests and well-being of the nation. 

Besides this historical justification there is another cardinal 
reason why the state should control banking business. The modern 
banks can make or mar the future of a nation. With the entire 
credit mechanism of the country controlled by it, with the whole 
floating capital of the nation deposited in its hands, with the nations' 
material future entrusted to it and with " the fate of the nation lying 
on its las ” the modern banking system is indeed a vitalising force, 
which, if exerted in the right and proper channels, is fraught with 
immense possibilities. With a judicious selection of their customers 
and with timely loans to them they can build up the manufactures 
of a country and direct capital and labour to the most productive 
channels. By creating thriving industries they can add to the 
national wealth of the people and bring contentment to the .wage- 
earning labourers. They can accomplish all this and more.* 

But their power to do harm in case of misdirecting capital, 
encouraging speculation, and wrong investment is no less conaderablo. 
What the state aims at by wisely directed banking legislation is to 
the advantages of sound banking and help the banks to 

3 When the learned writer MacLeoa said that “Banking in the modem sense of the 
term did nob exist before 1816 " he probably only meant (hia thing. 

4 For on eKhanslive treatment of this snbjoct see my Elementary Banking, sechon 

entiUed " Economic Services of Banks.” 
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better perform their task. Modern banking is a qnasi-public service to 
be watched and properly regulated. ^The anxiety of the state is to see 
that banking accommodation is being extended to all the deserving 
persons on equal terms. Banka are public utilities intended to 
distribute their resources mainly with an eye for the public benefit. 

The failure of a bank creates a vicious circle and ruins several 
people. Though the state recognises the impossibility of legislating to 
prevent failures yet attempts should be made to prohibit banks to do 
business of an unsafe character or alien to legitimate banking business. 

The state while passing laws of a restrictive nature forbidding the 
banks to do as they like is not altogether unmindful of the interests of 
the bank. It recognises the social services of the banks and gives 
them special facilities. The special laws about the negotiable instru- 
ments and other concessions shown to them as the general lien of the 
banks, the law of estoppel, and the Banker’s Book Evidence Act are 
an evidence of this grateful recognition. While treating them very 
leniently the state does not forget to restrain effectively their power to 
do harm to the public by their own indiscretion. General laws are 
passed so as to attain uniformity and prevent favouritism. 

Banking legislation extends from the Central Bank right np to 
the ordinary joint-stock banks. The Central Bank is always made 
to work under special provisions incorporated in a separate charter. 
The ordinary joint-stock banks are incorporated under another law 
common to all of them. Private banks escape vexatious Government 
control in almost all countries. Their importance is however dwind- 
ling day by day. So long as they are under able financial guidance 
they earn the gratitude of the country. But the continuity of such 
able financial guidance is not assured at all in all cases. Many 
ignominious failures have occurred in the past. Hence private 
banking is diminishing in importance. In England « and America 
public opinion is decidedly against them. They are virtually forced 
to amalgamate themselves with other concerns by virile competition 


® lnBnBlMathepoBitionof1ihepri,.tob»nk««^^ tobe happy atone time. Walter 

pnvate banker and oewr perhaps a happier.” Thi. remark might have been trne i« w! 
ovntimebnttoday the demanl for greater publioity and Rteater ^ 

capital is working against the private banks, ^ 

72 
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prevailing in the money market. Here as elsewhere the case of India 
forms a notable exception. In India the private bankers (indigenous 
bankers as they are styled) are going on as usual. But the growth of 
the Co-operative Credit Societies is leading to the narrowing down of 
thek clientele. The education of the masses, the general stability of 
the joint-stock banks, a wide diffusion of sound banking facilities and 
the general apathy shown by the indigenous, i.c. private, bankers 
towards industrial development, will certainly tell their own tale in the 
long run. These indigenous bankers, unless they become more 
progressive and adopt the best features of joint-stock banking and 
adapt themselves to the changing needs of the society are bound to 
disappear in our country also. But they are still a powerful element 
in our banking ^stem to-day. 

The case of joint-stock banks is different. They are under able 
financial guidance and influential directors can mould the institutions 
into such a shape as to bring about the greatest good of the greatest 
number of people in a given society. The necessity to earn profits 
must force the banks towards progress tempered with caution. ^ 
Hence joint-stock banks are on the increase everywhere. As the 
banking blue-book indicates they are increasing in numbers in our 
country also. 

The main reasons why the state is so solicitous to procure sound 
banking conditions have been set forth already. Bnc something more 
must needs be stated to explain why joint-stock companies conducting 
banking business are differentiated from other joint-stock companies 
and treated separately. One law does not suit both of them because 
the banks are lending. A paucity of capital will not enable the 
h pTiVing institution to execute its tremendous task of responsibility 
and trust efficiently, hence the legal regulations against inadequate 


6 Lord Overstone •writing in ISgaeayB. ** joint-tock banks are defident in ei 
leqiiisite for the conduct of the Iianking business except extended responsibilities." BagAot 
commenting on this statement says that “ the bankets of Lord Overstane’s time lent ^ to 
private individuals from -whom no security conld be obtained. The banker aded on e 
LgmentofdiseieUon. the credit and solvency of those to whcm:be lent. But now to 

banks have amplematerial to indgc the standing of the 

high order can be obtained easily. It is now possible to scmtimse the balance dieet of to 
borrower, and gpod securities can be tak-en as collateral for covering loans. 
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toBtogcspitatatton. &ih» cMcJnewtaito, fl.«e i. Jways »» 
impi&mrat rf cepilal for tha Sral few jeers ee oepensee nm m moot 
of interest colIeoHons end onloss there is a toge etnonnt of oepitel 

actnall; paid-up at the start, it is difficult to meet mth success. 

Legislators wish to regulate not only the amount of capital 
required for the starting of a joint-stock banking company but they 
also insist that a due proportion, say one-half or one-third, of the 
-subscribed capital should be paid immediately at- the start and the 
hnin nfa fo be paid withiu six months at the utmost. Their aim is to 
prevent the banking company from being handicapped to any extent 
by virtue of its meagre capital. A large capital also renders unneces- 
sary " touting *’ for business to get profits or canvassing for depositors 
by paying a high deposit rate. 

Coming to the reserve the state aims to compel the banks accumu- 
lating a decent reserve in order to help the bank in its operations. 
The reserve is virtually the shareholder's property and can be locked 
up with impunity and the greater the reserves the greater is the confi- 
dence inspired in the* minds of its customers as regards the utility of 
the banks to discharge their liabilities. 

A large reserve acts as a buffer receiving all sudden and unexpected 
shocks such as a great depreciation of assets for which no provision has 
been made and bad losses greater than the amount of profit earned 
during the course of the year. The presence of a large reserve on such 
occasions saves the original capital from being washed away by these 
unforeseen happenings. It may be utilised for the equalising of 
dividends. 


It is by loaning that a bank confers its greatest blessings on 
society and its business. The strength and safety of the bank depends 
on the character of the loans it grants. The bank has not only to 
select judiciously its customers but it must not commit the fatal error 
of lending too much of its loanable money to any individual firm or 
undertaking. The object of the legislator is to see that the bank 
distributes its risks over several concerns or individuals of the most 
unimpeachable honesty, financial rectitude and business capacity. 

Another object why loans by banks to its officers and directors are 
restricted is to see that no greater line of credit is granted to them 
than they can obtain from any conservative banker. Even in the 
matter of discounting business the anxiety of the legislatoriis to curtail 
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the freedom of banks from . accepting anything except first daas 
paper or tying np their money in transactions of a spurious 
character. 

Legislators wish to prohibit the bank from lending on the mort- 
gage of real property as it would lead to a locking up of the short-term 
deposit money in long-term loaning. Hankey, a practical banker, 
says, " the commercial banker has to realise the enormous difference 
between a bill of exchange and a mortgage of real property.” The 
difficulty of ascertaining the true ownership of those kinds of real 
property as houses and land and the legal restrictions that are attendant 
on the transactions of such property preclude them from the commer- 
cial bankers' choice. He has neither the time nor the ability to assess 
their value carefully and loan on them. 

Legislators realise that a wise management of the loaning busi- 
ness conduces to the stability of the bank and enables it to pull on with 
a small cash reserve and does not lead to an unwise expansion of credit. 

The cash reserve of the bank is not only the foundation of any 
credit that can be created by it but is an insurance fund agaiust risks. 
It enables the bank to meet any unusual and extraordinaiy demands 
made on it by the depositors. The object of regulating the cash re- 
serve, fixing its dimensions, and even prescribing its actual composition 
is to enable the bank to better perform its (ask and as the bank is 
always saddled with large numerous '* demand ” deposits to be paid 
there should be a guarantee that it can meet the depositoia* call. The 
desire to earn profits is very natural and the tendency to reduce the 
cash reserve almost to liie breaking point or '* apprehension limit ” as 
Bagebot puts it has to be curbed by laws. 

It is true that a legal limit to tbe cash reserve tends to make it 
inelastic and any law prohibiting its free use in case of rare emergen- 
cies is meaningless. As Mr. Bobertson says, *' an iron ration which 
you muat not touch even in the throes of starvation is something of a 
mockery.” It generates a sense of false security. By keeping the 
prescribed limit of cash reserves the bank may think that it has done 
everything it has to do. But laws should be so framed as to furnish a 
free use of the cash reserve and tbe fact that it is kept and that it 
enables tbe bankers to meet some portion of their liabilities is a source 
of confidence. It limits the field of disaster that may bo brought about 
by injudicious or adventuresome banking. Instead of overwhelming 
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md complete bankraptey there fcMmethiiigwb^ eimblee the baoke 

to dole out to their creditors. ‘ 

Successful banking is virtually dependent on a careful management 
of the cash reserve. While recognising that « the cash reserve is dead 
money and makes no contribution to the dividend irhatsoever as 
Prof. Foxvrell puts .it, the bank managers should possess a cmI head, 
sound judgment and a resourceful mind. By constantly adjusting their 
discount rate they should bring about satisfactory conditions always. 
Very few banks reah'se that it is better to err on the side of ^ntion and 
provide a large cash reserve thereby making a part of it idle rather 
than be adventurous with a smaller cash reserve. The banks should 
not rely on their ability and management “ to muddle through some- 
how” as Lord JSosebery puts it. To avoid failure is far more 
important than to keep up high and precarious profits. Bagehot says, 
” adventure is the life of commerce but caution if not timidity is the 
essence of banking.” 

As regards investments, that is, the bank’s holding of gilt-edged 
securities, the object of the legislation is to make the banks invest their 
funds in such a way as not only to yield profits but see that they are at 
the same time liquid. Only first class securities are to be held and these 
should possess absolute strength and safety and be easily marketable 
with the minimum trouble and risk of loss. As several of the ordinary 
industrial securities do not possess those coveted features the banks are 
prohibited by law to invest their funds in them. 


Publicity. 

In addition to those laws hampering the freedom of the banks 
almost in every kind of their business the state insists on banks 
publishing their transactions periodically. Although some of the banks 
may resort to the pernicious practice of window-dressing at the time of 
publishing their balance sheets yet much can be gained by publicity. 
The furnishing of a well-informing balance-sheet which actually un- 
folds the tale of progress and increase of business is by itself the most 

successful method of transacting business and attracting customers to 

the bank. The joint-stock banks of other countries have realised the 
manifold advantages of publicity and they are coming forward of their 
own accord to furnish all details of their business transactions. 
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This is the raison d'etre of all banking legislation and there is 
ample jnstification for the state' regulation of banking business. The 
state knows full well that the banks cannot be made safe and well- 
managed automatically by means of its laws and regulations. It 
realises that no system of examinations can be a perfect one. It 
always grants considerable latitude in the matter of loans and knows 
clearly that to impose a dull unifornaity without paying any due 'heed 
to the changing conditions of different localities, will be of no avail. 
Hence it is wise enough not to descend to details. It is fully 
conscious of the fact that 'honesty, integrity and capacity cannot 
be obtained through the process of legislation. It cannot and does not 
aim to legislate so as to secure people from their own lack of business 
qualities. Such is the psychology of the bank-controlling mind. 

It is indeed difficult ‘ to explain the absence of any banking legis- 
lation in our country. It cannot be 'ttributed to any lack of 
knowledge in this particular sphere. Our semi-state banking insti- 
tution which was recently appointed as the sole agent of the Reserve 
Bank is controlled by the state. Its position does not cause any 
great anxiety for the state in the fullness of its banking wisdom has 
retained certain control over it ^ as yet. It is only the position of the 
newly started and small joint-stock banks that is totally unsatisfactoiy. 
The wonder is why the state has not thought it wise on its part to 
fetter the hands of these joint-stock banks by well-drafted regulations. 

Another instance which goes to prove that our state posseBses a 
high conception of its duty towards banking institutions, occurred 
quite recently during the days of the banking crisis of 1913-lif. It 
volunteered to give pecuniary help to all the sound banks but the 
'old Presidency Banks through whose medium and intervention the 
state wanted to help did not rise equal to the situation and this episode 
forms one of the worst spots in the dark pages of their history. They 
cast to the winds the expansion theory of banking which Central 
Banks generally pursue during the period of a crisis. 

A gain their policy of welcoming all foreign banks and extending 
an open door to them resulted in much good to our country.® These 

r Vide the Chapter, " The Impenal Batik of India. ” 

» Spaio resented the intmaion of foteisn banks and passed the legislation against such 
intrusion mth the resnit that the Spanish branches of the London. County. Westminster 
and PsiiB Foreign Bank, Ltd., had to be dosed. 
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h»TC not only popoUrHeJ bunking bnanoa. in ont conntry bnt ato fte 
monumonts of a consetvattTe poBoy for alow, ante and 
steady progress in banking business. 

But the n<m-po8sumus attitude of our state towards the 
and newly arisen joint-stock banks is hardly creditable to it. The 
existence of some kind of laws, good or mediocre, would have prevented 
several failures or at least would have mitigated the intensity and 
severity of our banking crisis. 


Foreign Banking Legislation. 

The ca rdinal reasons actuating the minds of the legislators 
while framing restrictive laws on the operations of the banking com- 
panies have been set forth in detail. It is not the Central Banks 
alone that are regulated but banks of deposit also are subject to state 
regulation. Note-issue is generally concentrated in the bands of the 
Central Banks and it is everywhere the subject of detailed regulations. 
The banks of deposit manufacture cheque-currency which constitutes 
the important medium of payment in advanced countries and 95% of 
the business transactions of modern societies are conducted through 
the principal means of "the cheque.** It is this reason that must 
have forced the legislators to torn their attention towards be banks 
of deposit. This service must be rendered economically, efficiently 
and honestly by the deposit banks and hence their regulation While 
all countries have deemed it wise to control their note-issuing banks 
if any and their national banks, they differ in their treatment of the 
deposit banks. The case of the U. S. A. is quite unique. 

America presents a splendid example of decentralised bank- 
ing where many individual banks exist. The recently created B. E. 
Banking system is undoubtedly the recognised head but banking 
legislation is of too minute a character and the state takes much pains 
to avoid banking failures. «In addition to Federal and State regu- 
lations the banks mutually agree on a common course of action and 
control themselves by the decisions arrived at in discussionB of the 
Clearing Houses or at meetings of the Bankers' Association. Thus 
state direction is aided by mutual control and efforts are always made 
to help sound banks in times of emergency. 
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Coming to the details of banking legislation in the U. S A one 
finds the state laws to be so varying in nature and diCFerent that no 
adequate Idea can be gained of them in such a concise chanter 
this.® The laws for regulating the National banking companies are 
more uniform, rational and convincing.^® Firstly, the capital of the 
bank is graded and regulated according to the inhabitants of the place. 
For 50,000 inhabitants a minimum capital of the banking company 
is fixed at dollars 200,000. Nextly, the National Bank Act requires 
1/10 of the net profits to be set aside each year till a reserve fund is 
accumulated to 1/3 of the capital of the bank. As security for the 
depositors the National Bank Act insists on the double liability of 
the shareholders.”" As for note-issue (which will gradually cease in 
course of time) any national bank was permitted to invest the whole 
of its capital in Federal Government bonds and notes up to par value 
are entrusted to the bank by the Controller of Currency. Any Nation- 
al Bank issuing these notes must maintain a 6% redemption fund of 
the face value of the circulating notes in the hands of the Controlle. 
The Act prohibits the banks t o lend on real estate. No loan can be 
granted to a single individual above 30% of the capital of the bank. 
An excess of the amount is permitted in case the bank lends on bona- 
fide bills of exchange and commercial paper owned by the customer. 
The National Bank Act requires 25% of all deposit liabilities to be 
kept as cash reserve. In case it falls below the legal minimiim dis- 
count business has to be stopped. Besides these rules National 


> The State Banks and Trost Companies aia given a widersoopeof activity and are 
subject to close supervision of the State Superintendent of Banks. National Banks are 
now subjrat to federal legislation and are controlled by She Controller of Currency. 

U For Government regulation of banking prior to’1860, see HJP. Will's American 
Banking. Chs. Xm and XIV. A good idea of the legislation affecting the State Banks 
and National Banks can be obtained from the Proceedings of the American Academy of 
Political and Social Science, Vol I GOll), pp. 286 to 290. 

IDS This feature has been abolished quite recently by the legislation of IS 83-34. 

11 The various National Banks in the different American dties are divided into three 
.loanaa : (a) National Banks in the C- B. Cities (Chicago, St. Louis and New 7ork) have to 
maiT,f.itin 25% cash reserve in lawful money. (6) Reserve City Banks (about 60 National Banks 
sltnated in towns whose population was not less than 60,000 inhabitants) must keep 35% 
but half of it might be deposited wife National Banks in Central Reserve Cities, (c) NaUon- 
all """i” of the third class have to keep 16% of cash reserve and of this 8/6 can be deposited 
with the National Banks of the Reserve OiMes. This rigid reserve requirement of National 
Banking Act of 1868 have been modified to a great extent by the P. R. Banking Act of 1913. 
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speddly appointaa by the Coa^itollat ol Oonsnoy. ^a Na^ 
Bank Act requirea tbo anbmission of bva reports of their g 

opemtiona doting tbe coarse of a single year. The Oomp^wrf 
Oomnoyis inyested with general aopervising power oyer the banks 
and the charter of incorporation of each bank is to be renewed on^ 
in 20 years. The Indian readers will no doubt be staggered at the 
vast output of this banking legislation. At present as a result of the 
recent banking crisis of 1931-33 the Government is running a large 
number of Commercial Banks along with private banks.'** 

In England, the home of the laissez-faire theory, similar supervision 
Wsis never devised nor would it have been tolerated by the banks. The 
Bank Charter Act of 1844 recently revised in 1928 still governs the 
working of the Bank of England and its note-issue. The other banks 
are incorporated under the various Company Laws and beyond this 
there is no special legislation as regards banking business in England. 
English banking mainly evolved on the principle of every man for 


The proporiion was fixed at IS inatead of ia 0. B. oitiea ; and 15 instead of 2S% in 
leaerve citiea and 13 inatead of 15% elaewliere. Only 1/8 of tbe leserre was to be in cash, 
an Uhe remainder ooold be deposited with the P. R. Bank. This Act tras amended in 
1917. Tbe vbole reserve me to be on deposit with the F. B. Bank, the cash tvas left to the 
unfettered discretion of the bank management. Proportions of 0. B. vreie reduced to 18, 
10 Biid 7%. Only 3% is reqnind against time deposits while ptevlonsly 5% reserve bad 
to be kept. This pecnliar law shoot the reserve helped tha pcocesa of financial domination of 
Wall Street over the rest of the conntiy. The National Banka are permitted by law to keep 
their reserve oulaide ani the Now York bankers absorbed the deposits to a great extent and 
ntilised th«m in financing the dabblers of the slock exchange But the F. R. Act broi^ht 
abont the nesded financiai decentralisation. See B. G Bidkey, "Onr legal Reserves.’* 

* Tha recently passed Glass Stesgsll Act of 1938 tries to increase the powers of the P.R. 
System and permits only non-membere to enjoy Ihe deposit insurance sidieme till 1936. *Ph pn 
thqr hare to join the F.B System or renounce the deposit guarantee. Attempts are made 
to aegragate imeatment banking from commercial banking. The real estate commitments 
are being redneed. Tbo tegalation of interest rate on deposits is another novel featotn. 
Member banks cannot direetlg or indireeily pay inlerat on deposits payable an demand. The 
P.n. Board hat to fix interest raieeontiine deposita. Bee "the Changing Structnre of 
American Banking" by R. W. Goldsohmiai, p 251. Seemy artiolo. "Some Recent Banking 
Aleasnrea of Amedca and their Leasona for ns, Gsnga, Oct 1936. 

W The Beconstrnction Finance Corporation is now owning a large bloel oj preferred 
sftarcc in a nnmbar of reorganised banks. The emergency loans an converted into preferred 
aharas in case of 4.009 barAs. See the Financial Times. Srd August, 1933. Sec also Memo- 
randnm on Commercial Banks, p. 361 tia35-8!J). 

73 
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himself,’* while other Governments considered it wise to throw their 
shield around every bank. According to Hartley Withers “ it is not 
good laws but good bankers that produce sound banking.” 

While the ^Inglish economists and bankers object to a norma! 
amount of control, help or interference on the part of the Government 
it must not be considered as an aversion to state help during abnormal 
times. They incline to the opinion that Ibe Government should 
stand ** behind the banks *’ and protect them on emergent occasions. 
Whenever a crisis appears the Bank of England is expected to increase 
the note-issue and take care of all the sound institutions by providing 
them with note currency. Even before the passing of the Currency 
and the Excliange Act of 1914 in England, tlie guasi-legal under- 
standing in the British community was that the Bank Charter Act 
of 1844 would always be suspended during exceptional times of 
grave anxiety. The recent Bank Note Act of 1928 has given the 
Bank of England full freedom to secure elasticity to satisfy legitimate 
demand for credit and render impossible at the same time monetary 
inflation. 

During the period of the recent war new measures were adopted 
to save the banking situation in almost all connlries. In England 
steps were taken to protect the joint-stock bankers, acceptance liouies, 
biii-brokevs and the stock-brokers. In short the different constituent 
members of the money market were supported. Such was the paralysis 
with which business was affected. Neither the usual method of sus- 
pending the cash payment as was done during the eventful years of 
1792-1820 nor the mere suspension of the Bank Charier Act of 1844 
as was resorted to during the years of 1847, 1858 and 1863 would alone 
have saved the situation.^ 

The Government of India follows closely the foot-steps of the 
Government of the United Kingdom. The English Bankers, i.c.. 


j iaancraral aidnia aa President of tlio Instilnte of 


M Seethe lete G. H. PownaH’s 
Bankersj^lj^o^ the aim of tbe author to describe the caases of the crisis in 1914 am twat 

the various remedies in detail that were taken to remedy the sitnntibo. For a 

Option of the crieiB. Harlle, Wilber's book, ** War and the ^ 

consaltedsiia for the various measures adopted on antboritativ. acemint can bo obtained 
from A. W. KirMdy'8 *' War Finance," 
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the JonnaotB of the Agenoy Honsea taoghl jomt-s «k tanfa g 
beaineaa to the Mmn people Aa Prof. Dieoy aoya the Edgliah- 
men eatiy their oommon low with them wherever they go and 
Bneliah bonkota in Indio con bordly bo expected to bo more dooao by 
to banking Iowa. Aa o reanit of thia facto general bonk- 
ing laws regulating banking basiness are few even now in India. 

The Government of India citealarised the various Provincial 
Governments inviting suggestions for banking legislation in 1913 but 
with the advent of the late war the question was practically shelved. 
The different Chambers of Commerce were approached and the 
majority of them inclined favourably towards banking regulations on 
broad and general lines. Prom a recent circular one learns that the 
Government of India wishes to pass legislation making it compulsory 
for eveiy Indian joint-stock bank to publish monthly its own opera- 
tions according to an approved form of halance-sheet. Beyond it 
they have declined to proceed further. 

Even China '* the house of strife, of flouted authority, of 
widespread disintegration and of national penury " is making rapid 
strides in the matter of her banking business. Before the recent war 
banking business was nothing but a pawn-broking profession. The 
native bankers never helped the Chinese Qnvernment with loans 
intended for the development of railways, industries or national 
development and re-organisation purposes. But with the closing of 
the foreign markets in the recent war the Chinese Gk>vernment had to 
cajole the leading native bankers and quite a profitable business was 
done by the Pekin banks in financing the Government at 15 to 20% 
rate of interest. There was then a rush for banking business and 
various guilds are now financing themselves by stariang banking firms 
of their own. So to-day one] finds Silk, Agricultol and Iiabour 
Banks. Chinese Banks were estabhshed even in foreign countries, 
c.g., Sino-Prench Bank, Sino-American Bank, Sino-Italian Bank* 
Sino-Belgian Bank, Sino-Danish-Norwegian Bank. The starting of 
the banks had an appreciable influence in bringing about peace, order 

" WteKo« 03 , 4 .ua 2 l!.aiiw»l.aM. TI»Dep«,„«rtOmn»~ 
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and tranquillity.'^® The Chinese Mandarins and the medal-bedecked 
tuohun have pven op civil war as their profession and are undertaking 
banting business. These newly started ventures are agitating for 
legislation to help them and smooth their progress. The second United 
Chinese Bankers’ Conference at Tientsin passed resolutions inviting 
legislation in the matter of issuing notes, bills and cheques. It pleaded 
for the abolition of the toel,®® and recommended the use of the dollar 
in its place. It pleaded for the abolition or at least exemption of 
transportation fees on all bank notes and specie payment from one 
bank to another. It pointed out the necessity of stopping the minting 
of old silver and copper currency. It agitated for the recognition 
of the existing Clearing Houses and Banking Assodations in the 
country. It recommended the starting of a bureau of inforoiatioii to 
ascertain the financial standing of business firms on the lines of 
the Bun and Brodstreet and give them an official rating as the 
American reports do, or failing this, to estoblisb an enquiry bureau 
on the model of Stubbs or Seyd or Sbimmelpfong. It requested the 
State to establish a standard technical terminology for banking buid- 
ness. The Foreign Bankers’ Association of Shanghai is closely co- 
operating with the Chinese banks to secure the above reforms and 
an International Banking Association is to be started shortly. Quite 
recently the Central Bank of China has been created to operate as a 
national institution and is doabtless meant to help the refomation 
of the Chinese currency ratuation. 

Although India does not stand so disorganised and bankrupt and 
is not in such a morass of helplessness as China, the Indian ioiut- 
stock banks can emulate the zeal and enthusiasm shown by their 
Chinese contemporaries. 


Twenfy years ago fliara were only 2 or 8 sonnfl baUka bat tbem ase sow mote tbafl 
100 of tbem, with mora than 850 branoheB. Foe 41 banks frhhA lepartefl details to the 
Sbaagbai Beakeia* Aesooiatioa in 1021 the total asset s smountea to abont $400/100,000 gfHi 
and the dopositB amonnted to abont $ 210,000,000 gold. 

OJhns the mtnation ia a great improvement over condiisooa pievaOing in 1900 and toe 
pteaenfc for the adinstment of national finance ia attempting fo devise mosenws 

for the amelioratjon of the pnblic debt, the prepstation of a bn^et and the adoption rf a 
soand exuiouc^ system. 

» The Goan BhikalDdlM is eiicnlating all over the conntiy. The old time d^ndence 
on Rrenoh, Bpaahh and Mexican cdns is no longer felt 
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It wasoulyrecentlj that Japan thoroughly overhauled hei bak- 
ing syetem and all the ordinary banka and savings banks have been 
subjected to legislative enactment The same has been the case in 
the reorganisation of the banking system in Poland The recent 
Erneger Crisis led to an intensive development of state legislation 
\ 7 ith reference to banks m Sweden 

During the years 1925 and 1926 Spam introduced banking regula- 
tions inaugurating a Banking Council whose function is to pubhsh 
quarterly all banking statistics and lay down conditions undei which 
banks may operate Thus the Council has the right to fix a minimum 
capital for each bank, taking account of the size of the place where 
itoperates , to determine the relationship which must be mamtamed 
between the capital and reserve funds of each bank and its sight 
liablities , to set a maximum interest rate for deposits, bonds, etc , 
to fix the proportion which must be maintained between sight hablitics 
and immediately realisable assets , and in general to regulate the busi- 
ness of banking 

In the recently established Bolivian Eepnblic commeicial banking 
law of a most detailed chaiactei extendmg from the capital of the 
bank down to the making of loans have been passed m 1920 

The Mexican banking system which has recently been reoiganised 
in 1924 and 1931 and 1932 makes provision for the establishment of a 
National Banking Commission and the creation of new banks as well 
as the supervision of old ones is its mam duty 

The Columbian Bankmg Law of 1923 makes provision foi the legal 
control of banking business Every aspect of commercial bankmg 
busmess is rigidly controlled and supervised by the Government 

The banking law of Chile defines the new conditions under which 
new banks, national or foreign, can be established and it lays down 
special rules to be followed m case of failure, liquidation and temporary 
suspension of payments on the part of a bank 

Coming to Brazil similar detailed regulations are to be enforced 
m case of banks dealing in exchange, and a system of exchange 

n See Memorandiun on Cuniinercul Banks (1025 1933), n igg 
a Seeibid.pp 274, 976 

a Seo the Uemorandnin on Commeicial Banka, p 879 (19181929) 
n Ibid.p 371 - ' 
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control has been in operation since 1921. Foreign banks are rabiect 
to supervision by the Inspector-General of Banks. Their bye-laws 
lists of shareholders, etc., have to be presented to the Minister of 
Finance. 

In Norway the Banking Act of 1924 attempts to strictly define 
commercial banking business and control their operations. One 
special peculiarity le that depositors of banks are entitled to elect 
one-quarter of the Board of Directors of a bank while the sharehoiaers 
elect the remainder. 

Supreme controlling powers are placed in the hands of Central 
Bank and the Bank of Italy has to secure the observance of all banking 
regulations. 

The little country of Denmark does not fail to provide for a 
thorough-going set of regulations governing the commercial banks. 
It makes provision that a Managing Director of a Bank may not be a 
member of the Board of Directors. It also insists on the fact that 
the bank director of one bank cannot act as director of another 
commercial or savings bank. 

Special Circumstances of India 

Several prominent non-officials in this country suggested legisla- 
tion for the better management of banking business.^^ Discusfflon 
keenly centred round this pivotal point after the failures of the Indian 
jt.-st. banks. There is a consensus of opinion in this matter and the 
necessity of enacting sound legislation as a possible safeguard against 
further failures and a repetition of past disasters must be acknow- 
ledged by the bankers and recognised by the Indian pnblic. The 
recently appointed G. B. Enquiry Committee recommends the enacting 
of a special banking act. 

S5 Eveij witaesB befoie the I. 1. OommissioD who was competent to speak on banking 
matters advocated legislation. The onlj solitary esception is Mr. Nandlal Pori who coosidera 
the Companies Act ot 1913 as an efficient and comprehensive measure. The Hon (now 
Sir) T. Smith of. Allahabad wanted the defimtioa of the word " banl " and a limitation 
of its nee to protect ignorant people. Bit Stanley Seed in his evidence before the Babington 
Smitli Oommittee wanted that all email banks should be closely supervised by the Govern- 
ment. The snbjeot of banking legislation also received great attention during the Indian 
Industrial Confemnoes-of 1918 and 1914. But there was no thoroughly conceived plan of 
Kfotm advooated.by any of these reformers. 
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At present there is very little of banking legislation in this 
country The Government of India committed the fatal blunder 
of requiring all companies, banking as well as tradmg to be in- 
corporated under the same Act. i e , the J S Companies Act of 
1913 They have shown a deplorable lack of banking ideals in 
permitting the authorised capital of a bank to be much larger than its 
paid up capital thus tolerating inadequate banking capitalisation An 
nndne prolongation of the paying in of capital is another short sighted 
policy allowed by the Government The paying of dividends out of 
actual capital or when a sub lantial reserve has not been accumulated 
IS not prohibited The character of bank loans has not been defined 
The granting of too large a proportion of the loanable funds of a 
bank to individual borrowers is also permitted No definite cash 
reserve is stipulated The advisability of legislating to get a better 
secnnty of deposits has not been considered There is not the least 
semblance of an independent bank examination on the part of the 
Government or of the Clearing House Not much of publicity is 
insisted upon ^*’ Only the loans of a bank have to be divided under 


E\en in the matter of the J S Companies there is eoneiderable last; in the 
ohserrance of the 191S Act Even thongh breaches of lav are detected and presecnbona 
lannched aommai; pnaishments for these lapses from the crdinaiy commercial morality are 
not nsnally imposed on the offenders Begistered banking companies are often hqmdated and 
are almost immediately registered again nnder nev names bnt vith the same directors as 
before Leniency in the matter of enforcement of the Act is no enconragement of the ]t st 
enterpnse and the interests of the shareholders should always be safeguarded The attitude 
of the OoTernment of the United Eingdom towards ]t st companies wonid undoubtedly be 
changed in the light of recommendations of the Company Law Amendment Committee It 
IS proposed therein that no company can be registered with the name * Bank without the 
consent of the Board of Trade It is also recommen led that provisions as to directors 
liabnities should be extended to the auditors of the Companies It objects to the practice of 
articles which exempts directors of companies from legal liability for negligence oi tnin fi. p^ 
ance There are other excellent recommendations referring to the practice of the jt st 
companies in England which the Indian Government wonid do well to note (See the 
JonrnalofthelnslitntaofBankersof the United Kingdom) March 1927 pp 136-139 Now 
that the! Companies Act is going to he revised it is worth while to stiffen the regulations 
in several direetiouB After all the new Companies Act of 1036 has not wfai iii.ffhga a new 
banking code A more informing balance sheet the compulsory formation of reserve fund 
and the accumulation of cash reserve are the points in which the banking law has been 


Tl e Begiato of the jt st companies has to he furnished with a balance sheet of the 
Com^ny annually along with the Register of shaieholdors ride the Indian Companies Act 
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certain headings and detailed information has to be given on this 
point.28 There is no power to call for any special return from the 
banks. 


Special Reasons for Banking Legislation. 

Banking business conducted on the joint-stock principle is quite 
new to the Indian mind. Having become familiarised with the stable 
private banking houses of the indigenous bankers, the Indian people 
in the smaller cities and places view joint-stock banks managed by 
outsiders with some apprehension. The recent failures made them 
all the more suspicions. Even though there be few joint-stock banks 
there is no reason why the banking regulations should not be 
stiffened. 

General banking laws are not required to provide the proverbial 
‘ strait-jacket ’ for our banks but only to inspire the public with 
confidence. Confidence is the breath from which the banks draw 
their very life. While giving the necessary freedom to the banks to 
make (heir business flexible and adaptable to the business needs of the 
community, the general banking laws should forbid the banks to 
venture out on other fields than banking. 

The Government should take the initiative in this matter. 
Neither the fewness of our banks, nor the fact that they are managed 
by trained Westerners must stand in the way of official regulation of 
our banking business. The apathy of the existing Indian joint-stock 
banks is hardly creditable to them. So long as they are doing sound 
business no official regulation hinders them. On the other hand it 
will help them to a great extent in creating confidence in the minds 
of the people. Education of the masses as to the utility of the bank 
and their services is a slow process. It takes several years to create 
that confidence in the minds of the Indian people. Official regulation 
will accomplish the same in a shorter time as the Indian people have a 
touching belief in the potency of official law. 

It is undoubtedly true that “ there is no legislative road to 
banking paradise ”as one English banker puts it. Legislation may not 

S8 The particnlors required by the Act of 1918 are given in Form G Tliitd Schednle- 
Tndian Companies Act of 1913. Sections 4 , 32, 132, 138. 145, and 250 alone refer to banking 
companies. 
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be the panacea for any of our banking ills Government control anfl 
inspection may not prevent banking failnres It is indeed true that 
many of the National Banks of the USA failed in spite of detailed 
hfttiinng laws and rigid government control It is qmte likely that 
the maohmery of government will not produce a competent staff to 
supervise the various banks in an effective manner It is absolutely 
certain that control emanatmg from within by the depositors, by the 
shareholders and by the customers will be more effective and valuable 
than control from without by Government-appointed esammers 

Good directors, good officials and good auditors can accomplish 
more than any sort of ideal regulations However, it must be recog- 
nised that much benefit will result from sound bankmg laws The 
newly started banks can derive invaluable aid from these restrictions 
Some banks finding nothing to hinder them in the shape of laws may be- 
come 'adventuresome’ and tie up the depositors’ funds and come to gnef 
By all means the banka should be progressive and display the pioneers* 
willingness to tmn then hand to whatever comes in their way 


Thb following (Able ahows the banking faiinrea in the U S A *— 




Banks dosed. 

Banks le opened 
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SeerabJaSr-B W Goldaohmidt-* The Changing Structure of AinenoBn,BMibing • 
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They should adapt ihemselves to ibe changing requirements of their 
customers but this does not mean that they should play fast and loose 
Trith '* other people’s money.” 

The Government, so long as it defines the nature of business 
that a bank has to do and imposes ordinary restrictions tvhich the h anVa 
themselves have to arrive at for the proper conduct of their business, 
should be regarded as doing its legitimate duty and cannot be said to 
transgres<: the freedom of bank officials. Tlie Government should see 
that thrifty people do not suffer by entrusting their savings to bogus 
banks. Only the Government should not make the banks instruments 
of its own and incline to the pernicious idea that " the best way of 
creating money is to borrow it.” 

Government legislation may he unnecesory in the case of highly 
advanced countries where the banks themselves understand their 
legitimate business and where the public are alive to their respon- 
sibilities. But in backward countries where banking ideals are not 
crystallised legislation is not unnecessary. The banks will be new to 
their business, the public ignorant of their duties and many a pitfall 
can be avoided by following the straight and simple rules laid down by 
the Government. Tt is folly to leave cveiy'thing in amateur bands to 
regulate their business by the quantum of their own limited experience 
or the inadequate bye-laws they may pass for themselves. 

Again Government legislation may be unnecessary when all the 
directors of the banking companies actively participate in the manage- 
ment and framing of the bank policy and when the directors or 
managers are not allowed to participate in the management of other 
companies at the same time without any official sanction. But the 
real fact is that several of the smaller Indian joint-stock banking 
companies are working under the well-known managing director ^stem 
and the managing director initiates the policy, carries it out and is 
mainly responsible for the final results. The other directors are mere 
figureheads easily dominated by ibis per^nality and though it must be 
recognised and acknowledged that these 'managing directors do not 
possess criminal intentions, yet their descent to Avernus is made pos- 
sible by the absence of strict laws and actually facilitated by the co- 
directors who do not realise their own responsibilities. It is a mistake 
to think that the duties of bank directors end by merely safeguarding 

the interests, of the shareholders. They are trustees for the depositors 
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also and must pay attention to public interests and should not hesi- 
tate to reduce dividends when such a course of action is deemed 
essential in the interests of the depositorB. 

Even in England the long series of defalcations of dever and 
astute financiers during recent years Zabez Balfour, Whitadser Wnght, 
Hooley Barrow, Bottomley and Bevan— is drawing the attention of 
the pubHc to the defects of the Company law and public opinion seems 
to incline to the view that the English Company Law relating to the 
duties of their auditors, the details of information to be published in 
their balance-sheets and the form in which the company prospectuses 
should be published must be carefully defined and strengthened.®® 

Some sort of protection must be given to bank depositors for much 
reliance caimot be placed in the reserve liability attached to the bank 
share. It is essentially an English practice which has been copied 
here, but the question of collecting the unpaid portion of the bank share 
in times of necessity is no easy task. India is a vast continent of great 
distances and the joint family means joint rights of property and the 
civil judicial procedure is proverbially slow. All these tend to place 
great difficulties in the matter of realising the unpaid portion of the 
bank share. 

Legislation may defeat its own object or may place troublesome 
shackles barring the path of the intelligent bankers well versed in the 
soundest traditions of safety and gifted with a long-sighted view of the 
real requirements of the nation. But unfortunately for India her roll 
of distinguished' bankers is very limited. Except the late George 
Dickson who originated the amalgamation idea of the three Fresidencv 
Banks and the late A. M. Lindsay who foreshadowed the application 
of the gold exchange standard system to India and who had -the 
adroitness to prophesy that ** his scheme will be accepted by the 
Government in spite of themselves ” the rest of the bankers had only 
chequered ideas and half-enlightened notions on the banking needs 
and requirements of our people. Banking bisiness should no longer 
be considered solely as a piofit-making endeavour and the interests of 
the shareholders should not always predominate. Banks are endowed 
with the dignified prerogative of creating credit. Not only should 


30 Since these lines were Tciitten the 1929 Company Amendment 
England canying out most of the above suggeBtiona. 


Act was passed in 
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they make a soand and proper use of credit but they should prevent, 
as far as it lies within their paser any unfair use or abuse of credit. 
This prerogative should be exercised for the real benefit of the 
community leading to a fall and wise economy of precious metals, ex- 
tending production, enlarging manufactures, and increasing trade and 
commerce. National interest and national benefit should be the actuat- 
ing motives of the Indian banker. 

When again there is no enlightened public opinion to chastise the 
shortcomings of the bankers or to effectively demand rapid develop- 
ment of sound banking facilities it is not wise to expect that everything 
would go on without a hitch. Ad%'Ocacy of banking legislation rests 
not on the view that it is a panacea or substitute for prudent banking 
but on the solo belief that it affords the best basis for a sound banking 
and business economy and the surest safeguard for the stability of 
the currency. 

The Government of India should realise that the real power of 
the banks is being blindly exerted in the direction of profits to the 
shareholders alone and that several of the smaller banks which are 
more numerous than the larger banks are not being controlled calmly 
by perfect knowledge. This is no insinuation against the present 
bank managers that they have expanded the quantity of bank credit 
out of all proportion to the general economic expansion of our country 
or that they have built up a huge credit structure on a small batjis of 
cash reserve as is the case with the English banks. The sole con- 
tention is that the small banka are too anxious to attract business and 
they set at naught wise and prudential principles that should govern 
the supply of credit. For instance the supply of credit for buying 
fixed capital is discountenanced by all banking experts and finaucierB 
but some of the Punjab banks which failed in the crisis of 1913 to 1915 
lent too much money to the cotton-ginning factories, out of aU 
proportion to the cotton-producing capacities of the province. 

Some of the present banks are evidently anxious to bring about a 
rapid industrialisation of their provinces, thinking that banking credit 
alone would enable the raw raateriale to be successfully manufactured 
into industrial products. Although credit facilities are solely needed 
it must by no means be concluded that banks should dispense with the 
following points in the matter of granting credit. The business capa- 
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city of the applicant, the prospects of an early repayment of the loon, 
the general political situation, the reliability and commercial standing 
of the applicant, and lastly the banks’ own financial position should be 
always kept m mind by the bankers Loans to small traders who are 
unable lo produce good bankable securities and to small manufacturers 
who cannot show orders fiom good firms or invoices of goods already 
sold and ready for despatch are unsound and these rules never loom 
large in the minds of the small joint-stock bankers of this country 
and as a matter of Ihct several of these combine trading with banking 
business Some of the Bombay banks finance speculators on the 
Stock Exchange or cotton, grain or bulhon market on a very 
extensive scale The smaller joint stock banks are nothing but mere 
money lending institutions bearing the honourable caption of 
” hanks ” 

Although credit has not been put to any senons misuse in this 
country yet the proper husbanding of our credit matenal and the 
correct use of it is not to be seen in the case of the small banks It 
must be understood by these banks that credit is one of the factors 
indispensable for increasing the wealth of a country and so long as 
credit increases the supply of commodities it tends to cancel the tendeni^ 
for prices to rise Hence if the loans and discounts of our banks 
actually augment the stream of commodities flowing into the hands of 
the community its actual wealth increases and a right use of the 
credit 18 made by the bank But if our banks succeed in placing credit 
in the hands of those who fail to increase production they would be 
rendering a fatal disservioe to the community, firstly by the misdirec- 
tion of credit, secondly by raising the porchasing power of money m 
tbe hands of the people which tend to raise prices and the tendency 
towards increasing prices is not counteracted by increased supply of 
commodities and lastly they are endangenng their own financial stand- 
ing by entrusting their resources to the incapable and undeservmg pro- 
ducers to whom no quarter diould be extended 


Suggestions for Banking Legislation 
It is indeed a matter of deep concern and profound regret that 

Government of laia have not t-med their eetione attention to fine 



590 


PBBSEKT-DAY BAlfKING IN INDIA 

subject. They bare all alovg been upholding fbe vested interests of 
the Imperial Bank of India and the Exchange Banks which display no 
gram of sympathy with their newly started rivals and the Government 
of India sat with folded hands while even some of the sound 
]todian joint-stock banks were forced to suspend their bnsioess 
durmg the crisis of 1913-15- Perhaps the moral responsibility 
to help the poor public did not weigh sufficiently strongly with 
them. 

Every western economist of reputation repeats the hackneyed 
opinion that Indians are prone to the hoarding habif.®^ The Govern- 
ment of India relies on this opinion but yet takes no remedies to 
enable the people to divorce this habit. With the exception of the 
■Stipulation that the Imperial Bank of India should open a hundred 
branches within five years of its starting and the increase of capital 
they have insisted upon which certainly will help their own financial 
business, they have not taken am other worthy measures to effectively 
counteract the so-called boarding habit if it really prevails among 
the Indian population. They have not expanded even up to the 
present day the savings banks system in any way to suit the con- 
venience of the public at large. 

It is of no use to blame the illiterate people while effective 
measures are not being taken to wean the people from the pemicioDS 
habit. Neither have they induced the people by allurements to deposit 
money in the Postal Savings Bank nor have they protected them when 
bogus banking companies were inducing them to deposit their money 


31 TJpbdldiBg of tie mcmnpdij of tbo ExcbaoKB Banks tpss consMered a grievance by 
the shareholders of the Imperial Bank. The Reserve Bank has now to provide slerling 
exchange to any individcal ecconVmg to e clause in its charter. Tbo refosal of the Govern- 
ment of India to deposit their money in the Indian imnt-stock banks is one grievance 
and ft is an evidence of parfialilj towards the Imperial Bank of India. A sort of preferen- 


tial treatment is meted ont to these banks. 

3* Only the recent Sir H. B. Smith’s Committee has grasped the trnlb and it says 
that India’s nse of gold as a store of valne is iostifiable in the absence of savings facilities* 

It also points out how the use of gold in somel ceremonies is sanctioned by tradition end 

aease-- para. 68. Bee also the Reports of tho External Capital Committo^a. A 
Sea also the Reports of the Rcyal Commission on Indian Cnneniy and Ernance, 1926(parafc 
and 68>-the Interim Report of the Gold Delegation Committee of the League of Nations 
(«p. 13 and U, end Report of the 0. B. Bngniiy Committee, p. 437. See also the Reports of 
the Controller of Cnrrenig- 0.929-30), para. IS. 
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in their vaults On the other hand the banks are finding it increas- 
ingly difficult to attract deposits from the people as the Government is 
attracting all available savings by paying 6 to 6 per cent rate of 
interest for all its loans and treasury bills it raises in the money 
market Sir Dorab Tatsi referred to this fact and complained bitterly 
of the impossibihty of the Industrial Banks ever hoping to pay such 
high rates to their depositors in the expectation that a still higher rate 
can be lealised from the industnalists 

If the attitude of the Government of India towards banking busi- 
ness in normal lines is hardly inspiring their attitude in abnormal times 
IS hardly worth mentioning In Canada and the United States of 
AmAnpji. the federal Governments undertake the duty of converting 
the notes of a failed bank and this Government guaiantee is a virtual 
protection against their depreciation Their general understanding is 
that “ Government is behind the banks " In India however there 
IS a vague responsibility, according to Mr J M Keynes, lying on the 
shoulders of the Government of India to come to the rescue of the 
bankmg system in the event of a widespread failuie When the 
clock of banking progress received a rude check in the crisis of 1913 
to 1915 very little was done to alleviate the situation In future at 
least the Goveinment or the Beserve Bank should undertake the 
task of resuscitating and reviving the business of sound banks when 
they meet with any calamity In order to better perform this task the 
Government should undertake to introduce some amount of control 
by legislation, inspection or other means even during normal times 
The Government of India should only remember the adage that “ it is 
never too late to mend ’’ Its recent decision to postpone legislation 


» Owing to the inadvisability of conducting indnstnal financing with money borrowed 
at a high rate the Tata Indnatnal Bank has teaneferred its industrial bnsmSss for the 
present What led them to this decision was Oiat the rate of interest which the Government 
are prepared to pay for loan and treasniy bills coupled with their nnntmnfd necessiiy for 
keeping m the market will militate against any industrial bank obtaining necessary funds 
for mdnstnal business Since the above was written the Tata Industrial Bank has been 
amalgamated with the Central Bank of India 

« See his Memorandum on the State Bank appended to the Pinal Beport of the 
Ohamberlam Commission 

“ Letter of the Department of Commerce and Industries, 17th November 1030 
(Letter No. 8071) ^wemoer, laau 
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should be revoked and it would be highly expedient it it bears in mind 
the suggestions outlined below. " To expect the nation to work out 
its own hanking salvation by means of its own experiments and its 
own experience ” is unwise economic statesmandiip.s® Therefore a 
special Bank Act containing the following provisions should be passed. 

** Bank.” 

The word “ Bank ” should be restricted in application only to 
those financial companies which undertake to meet all obligations on 
** demand ” and subject themselves to be drawn upon by means of 
cheques. It should be denied to bogus and unsound companies with a 
large inflated nominal capital whose sole desire is to exploit the public 
under the pa1ax}nym of the word **bank.” It is indeed difficult to define 
the word ‘'bank” and banking legislation should not be extended to 
those indigenous bankers who do not burden themselves with others' 
money to any extent as joint-stock banking companies do and who do 
not propose to shed other lines of activity. The proposal of the G. B. 
Enquiry Committee is to restrict the use of the word only to those who 
are members of the Banker’s Association. 


Capital, 

In the matter of banking companies the authorised capital should 
never be allowed to be higher than 4 to 6 times the paid-up capital. It 
would not be unwise if tbe Government of India were to set up a 
minimum limit to the banking capital which should be declared neces- 
sary for a certain amount of population, taldng into doe consideration 
the character of their businesB and their demand for credit.®’^ It an 


Sir James (now Iiord) ileston refused to consider the question of banking legislation 
on this pedantic plea. 

The Fascists of Italy 'who are controlling their banking organisat'on thorongbly con- 
template the granting of power to the Bank of Italy, the Central Bank of Issue, to e^ne 
the sitnation before permitting any new bank to be started in any lorslity. Orer-capitahsa- 
tion or nnder-capitalisation are thereby avoided. , , ^ , 

One reason for f aUnre of ratal banks in the tJ. 8. A. dating 193M933 is tbe 
too many banka and banklets although either population or its commercial demand for credi 
has not increased. 

See the Federal Besetre Bulletin, 1933, p. 226. 
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adequate amount o! capitel is to be had from the beginning all tempta- . 
tion to tout for business would be removed. It would also be wise on 
the part of the Gtovemment of India to stipulate that of the subscribed 
capital half should be paid up at the starting of the banking companies’ 
actual operations. 

Provision should be made that a substantial part of the balance should 
be paid within sa months of the registration of the banking company. 
Much benefit would also accrue if permission is denied to the banking 
eompames to parade the amount of their ** authorised capital” in their 
ba&nce-sheets. Only the subscribed capital and the paid-up capital 
should be publi^ed. If any amount of reserve liability is attached to 
the bank ^are it should also be published. Otbwwise the fact that 
it is a fully paid bank-share should be mentioned. Ko real benefit can 
be reaped by publishing the “ authorised capital ** of the bank. The 
^orant public, who do not very often possess correct notions as to the 
tuai difference tbat'emsts between the three items are apt to be led 
astray by these figures. If permission is given to the publication of 
these various items all of them should be jointed in the same attractive 
type. 


Licensing of Banbs. 

Either a supreme banking council or the control department of the 
Beserve Bank should be created to issue licenses to all the esisting 
banks, Indian or foreign and create new ones after the terms of the 
license are complied with or adhered to. 

While prohibiting the combination of trading with banking busi- 
ness the aim of the controlling authority should be to secure a proper 
gfeogcapbioal allocation of trade areas to the different Indian joint- 
stock banks. 

Ail the Inflian-owned joint-stock banks should have a majority 
of natural-born Indians or domiciled Indians on the Board of Direc- 
torate. The managing agency system which is so baneful a feature of 
company management in India should not be introduced in the case of 
banking management. The Managing Director need not essentially be 
a member of the Board of Directorate. The Bank Act should specifi- 
cally preraibe the qualifications, the method of appointment and 
retaement and the voting powers of the Directors. 

75 
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Apart from maintaining an up-to-date register of diareholders the 
voting rights would have to be vested in the bands of registered mem- 
hers only and the abnormal delay attendant on the transfer of shares 
has to be discountenanced by laying down that after a period of six 
months alone as registered shareholders is anybody to be entitled to 
vote. 


Directors. 

Many of the smaller banks award the directorship to influenttal 
people who are likely to bring business and lend to the bank a colour 
of respectability. Many of these do not possess the technical know- 
ledge for the management of banking business. Generally they have 
neither the leisure nor the qualifications for handling efficiently the 
problems of our banks.^^ This inefficiency must be put an end to as 
early as possible. Although we have come across the tendency in 
some countries to appoint only people possessing adequate banking 
knowledge as bank directors it is difficult to insist on such a step and 
subject these people to a compulsory eramiuation before being appoints 
ed as directors. But much improvement can be secured by enactiug 
that it will illegal to appoint directors who already hold half-dozen 
directorships in trading or other kinds of joint-stock companies. This 
fends to make the director consider his position as a pleasant semi- 
sinecure one'and he makes no effort to interfere in the management of 
the bank.®® One of the salutary reforms approved by the recent C5om- 
miRBion on banking reform in Japan was to prohibit bank directots or 
other officers from serving as directors of any other business concern. 

Even in England the general public would not permit the bank 
directors horn undertaking the work of managing other companies as it 
would curtail their time and energy towards the business of the bank. 

M See the evidence of the Directors, Messrs. Deoton and Abdnlla of the Agricnltnral 
Bmiif of India in the criminal case ogainst Shankar Lsl, Managing Agent, before tUe 
Specia] Magistrate of Bangalore. The floatation and everything else^regarding the bank was 
left to IfOl and the DiKctors were induced to join on the pretext that high finanoa 

Bupport or backing haa been aecnied. ^ , 

39 The second advantage would be the preventing of indnstrittliata from securing control 
over the hank. That anoh a thing would be disastrons can be easily guessed by the example 
of the Alliance Bonk of Simla, 
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In 1926, Mr. R. McKenna was very adversely criticised for having 
accepted a seat on the Board of Canadian Pacific Railways.*® A bank 
directorship means enough responsibility and when it entails full 
demands on the time of the director it is sheer folly to accept seats on 
other boards of industrial concerns. 

If the law makes it possible for the depositors to elect their own 
representative possessing special qualifications in banking, finance, and 
investment it would go a long way in securing the needed efficiency. 
If it is considered inconvenient to allow the depositors to interfere with 
the daily management of the concern a Supervisory Council, wherein 
the depositors and other sbareholders might be represented, must be 
created by every bank There must be quarterly meetings of the 
Supervisory Committee or Council to cross-examine the work of 
management andto make the appointment of qualified men for the 
higher appointments in the banks. Many of the grave abuses incident- 
al to the present fBoard of Directors of the smaller banks can be reme- 
died by vigilant action on the part of the Supervisory Committee. 
The value of the Supervisory Committee to the business of a bank 
would be very great. 

The rights of the sbareholders and their voting power have to be 
defined carefully. The holding of proxies by the officers of the bank is 
liable to great abuse. The admissibility of thegeneral form of proxy 
and'its ^direction ought to be definitely settled by the Bank Act. 
The majority of the sbareholders should be Indians. 


Resene Fund. 

The Government of India should compel the banks to build up a 
decent reserve by setting aside apart, say 1/16 of the annual net 
earnings of the banks, till the reserve fund amounts to half or whole of 
the paid-up caipital and then alone should the banks be permitted to 
distribute their entire funds as dividends to shareholders. The law 
should also aim at prohibiting the banks paying dividends when 


1926 p accepting the above seat, 8epteinb« 
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substantial reserves have not been piled up or when bad debts have not 
been completely written off. It should also be the aim of the law to 
see that if any of the special . Eeserve Funds are invested in securities 
only gilt-edged securities are selected for this investment. 

A concealment of the bad debts is usually wilfully and knowingly 
done at the time of the preparation of the bank balance-dieet. This 
might not be done with a dishonest intention and due provision might 
be made out of the Reserve Fund for that full amount of suppressed had 
debts. As this act however violates the form according to which the 
balance-sheet of the bank is to be published it amounts to a legal 
offence. Of late, this kind of provision is no longer considered a legal 
offence. 

The formation of *' hidden ’* or secret reserves ” has to be en- 
couraged for these can act as a buffer for meeting unforeseen losses 
without operating on the published reserve fund. As it is the usual 
practice for Bank Managers to consider the minimum legal provisions 
as maximum ones and make no other preparations to fortify the hank- 
ing position the formation of secret reserves has to be encouraged.^® 

Acceptance business. 

Now that it is the aim of the bank reformers to develop bank 
acceptance business it is essential to see that there is no danger arising 
out of this business. Accepting bills of exchange by the smaller banks 
would always be a danger. Hence banks not possessing 6 lakhs of 
rupees paid-up capital should not be made to accept bills of exchange. 
Accepting banks which do not possess a decent amount of paid-up 
capital should not be made to accept bills of exchange. Th^ diould 
not only possess a decent amount of paid-up capital but the volume of 
acceptances outstanding at any time must be equal to their paid-up 
capital plus reserves. It must be laid down clearly that the amount of 
acceptances' for any individual firm or company must also be limited. 
If banks'accept bills under such salutary regulations it may be possible 
to find buyers for the bank acceptances. Slowly and steadily a bill 
market would arise and if rediscounting at the hands of the Central 
Bank of Issue is forthcoming the development of an open market for 
bills can be easily secured in this country. 

4* See/ny book, “ Blementaiy Banking,”— diapter on Bie Balance-Sbeet. 
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Banking business. 

It has too often beea noticed that our small banking companies 
combine trading and other functions along with legitimate banking 
operations which are bill discounting, loaning and attracting of 
deposits. The law should prevent such a combination and the 
Kegistrar of the Joint-Stock Companies should be empowered to delete 
from the Memorandum and Articles of the Banking Company all 
clauses that may be considered as running counter to the interests of 
the public or it should be restricted from performing functions which are 
not usually conducted by banking companies elsewhere. To prevent 
the Begistrar from being the final arbiter in all such cases an appeal 
should be allowed to the judicial authorities in all matters of doubtful 
decision. 


Criminal punishment. 

There is an urgent necessity for the tightening of the criminal law 
mn-king the directors, managers and the auditors of the banking com- 
pany personally liable for deliberate fraud practised on the company or 
a wilful and a deliberately fraudulent maladministration of banking 
funds.*^ Those auditors who certify the different balance-sheets negli- 
gently or knowingly in most cases and state that everything is correct 
should be taken to task and the auditors’ section, 145(2), of the Indian 
dompanies Act must be reformed and heavier penalties imposed in all 
these cases. On the other hand their power to call for more infor- 
mation and properly assess the value of the different assets should be 
strengthened. 


Savings Bank business. 


It has become the common practice prevalent among the Indian 
joint-stock banking companies to attach a department for conducting 
savings bank business. In all such cases, the law should compel the' 


« It is only in the lecent Punjab Indnstrinl Bank oSsin that the ox-diieetor, Maneal 
Seth, was given exemplaiy punishment for his falsification of accounts and criminal bieach of 
trust ot sums involving lakhs of rupees. The total period of imprisonment served out to him 
wasabratMyean Such a deterrent sentence would prove a valuable eye-opener to the 
diTBotoiiBl orooik who is often re^sible for bank failures. 
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banks to invest half of the sum secured in the savings bank business 
m securities approved by the Indian Trust Act and these should be 
ear-marked for that purpose. The savings bank business, if properly 
developed, will help to create a banking habit in India. 


Gash Reserve. 

It may appear a ludicrous inconsistency if no regulations are out- 
lined with reference to the holding of the cash reserve of the banking 
companies, specially after what has been written before under the 
heading “ the rationale of banking legislation." The omission of any 
laws as regards the cash reserve is justifiable if the other banking 
operations are conducted according to the regulations outlined here. 44 
Such a wise transaction of the other banking operations will render 
unnecessary a large cash reserve and if the assets chosen are liquid and 
easily realisable with minimum of loss to the banker a RmaUfir cash 
reserve will be found sufficient. Although a legal regulation of the 
cash reserve can be easily justified on principle yet it can be better 
regulated if the hands of the bankers are unfettered in this direction. 
If mutual help is forthcoming as the result of an esprit de corps 
prevalent among the bankers it will enable the bank to pull through 
an emergency except that of a ** concerted run " and in the event 
of such an unforeseen contingency no amount of cash reserve will 
likely prove sufficient. 


Credit-wreckers. 

No amount of legislation against credit-wreckers would be of any 
avail if the bankers do not conduct conservative banking and keep their 
assets as fax as possible in a liquid state. The suggestion of the Ceylon 
Banking Enquiry Committee in this direction seems worth a trial. It 
says that in order that banking enterprise may not be withered by 
■blasphemous reports and mala-fide complaints a procedure is suggested 
whereby a preliminary enquiry would be held by the Eegistrar of 

« It is gratiiying to note that Prof. Gostav Oassel recommends the same measure Wore 
the Gold Delegation Committee. But this Committee rejecled this auggeation. Bee Final 
Beport. 
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Joint-Stock Coinp»meB and the offence would be tnable by the 
Magistrate only if such an inquiry gives the necessary permission. It 
adds that •‘alternatively the defending bank should be reimbursed 
with its costs in case of vexatious proceedings by the complaint and 

the latter should be required to make a deposit in court in 
advance.”^® 


Loans. 

The law should permit the banks to lend money to their directors, 
managers and members of the banking staff only on the strength of 
securities and not its own hank diares and at such rates as are charged 
to the other customers of the bank. The law should make it compul- 
sory that if the directors or industrial companies in which these direc- 
tors are interested apply for loans, they should not be permitted to 
attend the Board of Directors’ meeting lest their presence may induce 
the co-directors to vote for the loan. The banking company should be 
prohibited to grant money to its customers on its own hank shares and 
upon other bank shares if a large portion of them is unpaid. Loaning 
on real estate should be prohibited but the bank may be permitted to 
entertain real estate in the event of the depreciation of an original 
security tendered as'cover for the loan. It is a matter of sincere grati- 
fication to note that the Investigation Committee of the Bank of 
Mysore appointed to examine the advances made to the bank directors 
has recommended that a limit should be placed on the power of the- 
bank up to which it can advance within the value of the securities 
pledged. 

The law should restrict the amount of loanable money to indivi- 
dual borrowers to a limit of 25% of the capital of the bank and if more 
advances are needed they diould be made on actual consignments, 
taking care to hold the bills of exchange and their attendant documents 
as security or the actual deposit of recognised securities accompanied 
with a letter of hypothecation. 

Advances to the bank auditor should be prohibited—though secu- 
rity might be offered for the said loan. 


See the Statesman, December 13 , 1934 , 
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BaJlfcs’ horroioings. 

The banks should on no account be permitted to borrow indis- 
criminately. The mortgaging of uncalled capital of the bank should 
be prohibited for it is the oaly unrecognised security of the Bjuk’s 
creditors. 


Investments. 

The law should be wise enough to restrict the banks from having 
too large a holding of one kind of security as basis for a loan—thougb 
if be a Governnient security. The banks should be permitted to invest 
in Tru-tfee Securities and as mdustrin! securities are purely of a specu- 
lative character there should bo an atieaipt to prohibit the comnaerciaJ 
banks from holding too many of such indnstria) securities. 

The rate of interest from these investments should not be lower 
than what is actually paid for money borrowed and as all such invest- 
ments are unsound finance the banking companies should not be per- 
mitted to invest too freely in them. The valuation of the investments 
for balance-sheet purposes is to bo at cost price or market value 
whichever is the lower. 


Balance Sheet. 

In accordance with Form III, Schedule G' of the Indian Com- 
panies Act every banking company incorporated under the Act has to 
publish details of its business operations. But this form is not at all 
a detailed one. 

The particular items of the different banking operations should be 
amplified and set out in a greater detail. A freguent publication of a 
balance-sheet will secure the confidence of the depositors and the 
general public who may like to transact dealings with Banking Inatitn- 
tions. Such publicity would go a long way in restricting the scope of 
the bank and prevent it from undertaking injudicious transactions. 

The intention of the Governroent of India to make it compulsory 
on the part of banks to publish monthly statements of business ampli- 
fying the necessary particulars that are to be published is to be hailed 
as a sort of welcome measure. Their intention to secure the interests 
of the depositors is a noteworthy one. They have adopted the set 
form originally, approved by. the Gunliffo Committee. The 0. B. 
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Enquiry Committee have given a new form^*^ to be adopted which 
however differs from the uniform balance sheet form approved by the 
League of Nations 

« POBU or BALANCE SHEET 
Ltd 


Cap tal and Liabihiiea 


Property and A<iFet« 


Autborised Capital Shaiea of 
Ra. each 

laaaed Ooptal Shares of 
Rs each 
Snbaoribed Cap tal Sbatea of 
Rs each 
Amoont called op at Rs per 
abare (Lesa calls unpaid) 

Add (Forfe ted shares ) 

Amt paid op 

Loan on mortgage or Mortgage 
BebenCnre bonds J 

RESERVE 

(Details of separate funds if 
any may be given) 

UABILITIES 

Current and savings Bank 


Fixed depcs ta 

Debts dn >o B olr Agents etr 
folly Bcc red aga net aero 
ntes per contra 

DebU doe to banka Agents etc 


Bills payable 
Sundry creditors 
unclaimed dividends 

Acwptances par contra 
Bills for collection— Bills Re- 
ceivable per contra 

Proflt and Loss 

« P8» previous Balance 
Less Apt 


IS Appropriation thereof 
Balance brought forward 
since last Balsnce 


Cat! 

Cash in hand and at bankers 
Deposits at call ond SI ort notice 
Bullion in 1 and 
Ineetti lentc 

Qilt-edgcd and Trustee secnritiea 

Debentures 
OtI er Items 

Bills rcceiiablo per contra 
Loan and otI er adiances 
Gash credits and Demand Ad 
vonees 
Loans 

Bills discounted 

Sundry debtors and Debit 
Balances 

(W B —U e following statement 
si out I be appended hero ) 

Tl ese loans and advances aro 
shown after deducting full 
provision for doubtful debts 

If this has not been done any 
balanco of doubtful debts not 
fully provided for should bo 
shown in (3) below 

Incluccd m the aboio statement 
(1) Debts duo byDiroctors 

ei 

(3) Doubtful lebts 
Due from enstomers for accept 
ances per contra 

Land and Building 
Less Depreciation 
Bud Fistnres 



Enqmiy Committcc-Majonty Report " 
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Audit. 

Begistered audilors have to be selected by banMng companies for 
audit of tbeir accomit. Auditors must be held responable for omit- 
ting to state material facts in tbmr reports and in the pieserration. of 
their actual accounts. 


Inspection. 

The Gorernment ought to appoint inspectors for investigating 
the accounts of banking companies if one-fifth of the number of share- 
holders so request the Government to conduct an investigation. 

Such other useful provisions as the bolding of the annual general 
meeting not later than 3 months after the close of the year, the 
transfer of bank shares, the registration of transfer of shares, the regis- 
tration of mortgage charges created by the bank with the Eegistrar of 
the Joint-Stock Companies and the voluntary liquidation of banks under 
the aegis of supervising Committees or the control department of 
the Beserve Bank have to be enacted in the special Bank Act of 
the oountry- 


Ban1:ing control. 

There is no use of bare laws being passed but an efficient 
machinery to secure tbeir proper observance by the different banking 
institutions should be created by the Government.*' Ihe Government 
of India should hare a separate department to inspect the banks or 
appoint officers of the Indian -Audit Department to carry on an 
independent audit of the banking work, not merely to supplement the 
work of the auditors appointed by the shareholders but to make 
effective suggestions as regards the actual work that is done. The 
report of the surprise audit should be in duplicate and one of these 

ff iadnsbul legislation -sras enacted in this conniij still the sl^s to enforce 

Ihis legislation ere not adegnaie even at the present day. Prom the report of Indostnea in 
Bengal one can nnderatand horr meagre the ing>BCtiDg force was trifli the result that in 1933 
only i of the factoiies were ing>Bcled more than once eren in theconraeof the year. 
Sic^ in Banhaj adequate arrangements for proper inspection are not made. Indians are 
nd. geaerallj admitted info this hne and women inspertors of factories are very few. Not 
cdy are the factory Zaire not pr^qerly enforced hnt as there are very few proseeutsons and 
T«T small fines on these oSendes all three saintary preeanticns are not sbictlyenroEoed- 
Sren in tie case of oo-ppeiatire soaeties the andit wori is not efficiently done as there is not 
one snflitor for ereiy hundred co-operatiTe societirf in Bengal. 
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*™MlKMnt(o(heHegi»tarofrt«Joii.l-S(ook Compares and the 
other should be sent to the Board of Directors. 

The sole reason why reliance is placed on the Government Audit 
is this. The present tnowledge of the auditors is very meagre and 
the maiority of these possess no extensive knowledge of the banking 
machinery. Several of them wilfully and knowingly iiermit the 

managers to indulge in unsound finance thus imperilling the financial 

stability of the inslitntion. The Government Audit will not be open 
(o this grave defect. As the report is not thrown open to the public 
no damage to the credit of tbe bank can be inflicted by any suggestion 
the Government Auditor can make. It is for the Board of Directors 
to loj'ally adopt all their suggestions and bring about a belter and 
scientific management of (be banking institution than before. Such 
a compulsory outside audit would go n long way in stsindardising 
business methods, enforcing conformity to statutory and conventional 
requirements and giving strength and public confidence to bitnkiaff In 
this country. To the English Bankers ** unfettered wilii chains of 
restrictive legislation, '* any meddling of the state officials in the internal 
economy of tbe banking profession might appear as a violation of 
healthy freedom. As the Bnllioo Committee Deport puts it '* financial 
legislation is interference.*' Prhm facie logisiative interference is bad 
but the snggestions outlined here would not be praclically objectionable. 
Compulsory legal rcgulatious on the lines suggested in this chopler 
would not be either an impediment to efficiency or an excessive liinita* 
(ion tending to injure the freedom of the banker. Similar provision 
for legislation and etficienl inspection of banking companies exists 
both in tbe Dominion of Canada and Denmark. Without bank 
inspectors free from and independent of palittcal iuterfcrcnco or any 
other machinery to eo force the rigid observance of banking laws lliere 
is no wisdom in enacting mere regulations.^® ’ 


« S« also tbe Bepart ot tbe Comiaiutoa of tbo Americaa Financial Bspcrla beaded bt 
pr.B,W.KeimDereronflioatate of banking I'n Poiand-lho noacaify of inipccljng the 
baniM to atcertain tbeir aoUoncy and lodge vbetber business » conduclcd aceordio" to 
«8nJBl,on8 ornoli.cle.,lybrtogbto../. A Coo,m«sfencr aided by any adoQnatc slaF of 
mpectorsiatobemchBigo of tbis iospeetion work, Tbo recent Banking Coinmisaion in 
QcrmsnyiBCTOtemplaling menanroalo enforce greater liquidity of opcraliona on the p-tt of 
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The aathor is not unaware of the defects of mere formal and 
mechanical Government inspection. The pnblic would also be led to 
imagine that fay mere state inspection the banks are conducting sound 
business. It is true that the responsibility of the Government would 
become apparent if their inspecting staff fail to detect weaknesses and 
it is their bonnden duty to permit no banks to coniinne in this state of 
business if they have detected any flaws. Mere bank inspection does not 
however tantamount to Goveinment guarantee of deposits. In view 
of the special circumstances of the country the need for considerable 
measure of Government control over the banks is essential and must 
be recognised. Bank inspection must give good assistance, wise 
counsel and provide tactful control. This reform practically imposes 
financial burden and more administrative duties but if a good deal of 
headway is to be made against popular apatb}' these have to be 
shouldered. Public confidence in banks can result only out of the 
Government's intimate relationship, scrutiny and control over the 
bank. 


Immigrant Banlis. 

The present-day treatment accorded to the immigrant banks is a 
very fair one. The Government of India wisely refrained from raising 
a Chinese Wall and refusing access to foreign institutions. This has 
led to the investing of foreign capital in our country. The exchange 
banks expressed their unwillingness to subject themsdves to any 
banking laws which may be passed by the Government and they were 
unwilling to publish any monthly balance-sheet according to the pro- 
posed form."*'' The immigrant banks should secure a license from the 
Reserve Bank. One of the terms of the license which the Beserve 
Bank would issue should be that the Indian creditors of the Bank 
should be given prior claim on its Indian assets and should be allowed 
to share in the general assets if there is any shortage in the Indian 
assets. They should agree to conform to Jaws passed in India. They 
must present their byelaws, lists of sbareholders, etc. 

iS Periodic ritmoE of llieir Icdiao BuEiECEs sLould be filed before tie Beserve Baol: in the 
priated Btendard foriu. 
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Id justice It must be fiankly admitted that the) never tiansgress 

the established maxims of sound banking nor are they inadequately 
capitalised Their capital is being employed here as well as in the 
country of their origin It cannot be ascertaineu with anj degree of 
accuracy nor is it safe to publish the ascertained amounts of capital 
they employ here and at home So long as they keep adequate balance 
for their Indian deposits, that is deposits attracted in India, there 
18 no reason why they should be subject to the statutory rules that may 
be enacted here Althongh the) might not be made subject to this 
legislation still they can be forced to tram Indian apprentices in the 
higher field of banking practice The foreign banking corporations in 
Turkey are forced to emploj Turks on a /i/fy per cent proportion on 
their staff Quite recently the Ionian Bank was threatened with 
stoppage of business for failure to carry out this provision of law with 
in a stipulated date The latest piece of information about Nationalist 
Turkey’s attitude towards foreign banks is that they hare decided to 
use the calculating machines, etc , to dispense with labour The 
Tmkish Government evidently were anxious to retain employment 
of men of their own nationality in the banks rathei than permit them 
to employ machines and dispense with the lahow of clerks It should 
also be stated in the license that they should have an Advisory Board 
in India to help them in their loaning and cash credit business 

Just as the private indigenous bankers are to be exempt from 
the application of these laws similarly these immigrant banks should 
be accorded quite a separate tieatment from the Indian joint stock 
banks but favouritism should not extend further Neither the 
refusal to grant the privilege of rediscounting nor the privilege of 
attracting deposits in India should form one of the lestnctionB 
maintained in the license 

Private bankers are exempt from legislation m every country 
Even in the United States of America where there is stringent bank 
mg regulation there is not much uiteifeience with the business of the 


» Th^rbavetomaintam a daposU ^ tto Reserve Bank eqoivalent to fbe nre 
««bed»bowb«btheBcheflnlea banks bare to deposit with the bLvc Banker 

a T i n? B^erve Bank 

** Seethe Statesman JnJyd 1928 

« Formerlj the Indian Exchange Banka in Londm used to net v 
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larger private bankers. Sec 160 of the Kew York banking law con> 
tains these restrictions levied on the smaller private banks. 

The lieserve Bank should make arrangements for carrj'iug out. 
banking amnlgainalions for establishing branches of existing banks and 
co-opeiate with banks who might be experiencing financial difficnlties.^^ 
The carrying out of Government inspection of banking offices and 
blanches can be done by a department of the Deserve Bank. 


JSanMug Sialisiics. 

The statistical information available in India is quite inadequate 
to enable the country to deal with the differcnl iirobleras of bank 
extension, safety and legislation. They are published at different 
times in differeut blue-books gencially at a too belated hour to be of any 
use to the serious student of banking problems. The statistics officer 
should be given statutory power to inaugurate a scheme of publicity 
on the lines outlined already. Any oilier items of information which 
tbe banks are willing to publish can also be published. The erroneous 
idea that a rich country like the U.S.A. alone con afford to have great 
expenditure on statistics must be' dispelled. A certain amount of 
overlapping, dopUcaliou and sheer waste may result in the endeavour 

to colled information. But publicity would havo a decisive influence 
on the conservoliveness of the banks. Banks would natiually hesitate 

to cive any iiilorroation which might encourage competition. But tic 
latLasa whole cannot acquiesce in this decision As bauks ^m 
^^Uhe economic destiny of the nation the banking 

framed as to secure this wider end in view. The interests of the 
„a«onMedo«ay boana up in tl« whole questioo of Ihorefomof 
bank opereUons in the direction ot greeter pnbhcity. 


offices the country. 
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work "Pcieign Banking Sjftcins an 1 tlicir Lftvn for India ' 
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Recent Monetart Reforw (1927 28) 


Act IV of 1997— Significance of Pmgmentiry Reform— The new Currency Standarf— 
The cnrreney anlhonty end defialion— Pmergency currency— The sale of Treasury Bills— 
Their meaning— Their utilits— Repayment— When was the policy adopted in India —The 
object of the sale of Treasury Bills— Supposed Disadvantages- Justification of the sale of 
Treasury Bills- Limit to the sale of Treasury Bills— Remittance programme— Pnrehare of 
sterling in India— Several alternative methods of remittances— When was it taken up— 
Reasons for this change— The main advantage of this scheme— Disadvantages— Con 
elusion with reference to remittance programme— The dangers of eaternal honowmg— T1 e 
policy of tl e Government cf India —Recent sterling loins— Con Insion as regards pnbhc 
borrowing -The defects of the evisting regime — The silver situation— suggestions to improve 
the situation— The other recommendations of the Hilton Young Commiiaion 


Act IV of im 

Tbe enacting of the ratio bill on the Statute Book as Act IV of 
1927 and the Indian Legislative Assembly s refu'^ing to consider the 
gold standard and the Reserve Bank Bill led to fragmentarjre form 
of the Indian monetary situation As lu the case of all attempts at 
fragmentary reform it has proved to be a blonder and instead of the 
drastic reforms outlined by the Hilton- Young Commission being 
earned out in toto the least important of the suggestions have been 
carried out and the more momentous ones have been allowed 
“ to go hang ” It has really ended in tinkering with the situation 
while real comprehensive monetary leconstruction has been postponed 
swe die 

Significance of the fragmentary Seform 

The inner details of the Hilton Young Commission’s proposed 
monetary reform have become thoroughly familiar to our people 
The present situation brought about by stabilising the exchange 
Ifi 6d gold value of the rupee has been described as the " hardening 



of the gold exobMge etendard prevailing in tlie country Aa this runa 
counter to the popular ospirationa of ttie people the real significance o 
this fragmentary reform has to be studied. Although the present 
writer is not convinced of the auitability of the ac^nt^c 
gold exchange atandard to this country, yet as the Indian Legislative 
Assembly gave the go-by to the Eeserve Bank— working as the sole 
authority, managing credit as well as currency, aevetal of the 
inherent defects of the currency system of pre-Hilton-Young 
enquiry period remain. A sinceie attempt should be made by 
the currency authority to carry out several of the suggestioua out- 
lined herein so far as they are practicable and thus remedy someof 
the more glaring defects and give an assnrance* that manipulation of 
the reserves wonid not be undertaken, that seascmal expansion wonld 
not be delayed as soon as money becomes stringent and the bank 
Bate has attained 6%, that the gold securities would not be frittered 
away and that there wonld be no confusion between the fiscal and 
monetary objectives in the' sale of exchange, ^ome of the minor indi- 
cations considered essential to create the confidence in the Qovem- 
meut management of the currency system are briefly alluded to. 

The New Gurremij Standard. 

The present currency system is substantially the same as that 
outlined by the Hilton-Young Commission except that unfortunately it 
has to be operated by the Government as the currency authority and 
the methods to enforce the gold bullion standard are conspicuous 
by their absence. There are no well-defined means for selling and 
buying bullion at the stated prices and in the absence of huge stocks 
of gold bulUon in the hands of the Government or the Reserve Bank 
it clearly cannot be undertaken on a large scale. The Indian Currency 
Act of 1927 established the ratio of Is. 'd. by enactiog that Govern- 
ment would purchase gold at a price of Rs. 21-3-10 per tola of fine 
gold in the form of bars containing not less than 40 tolas and would 
sell gold, 2 or at the option of Government, sterling, for immediate 


» See the Eieonomist. lionacm, let Pehniary, 1928. 

n' ' 
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delivery in London at the same price after allowing for the normal 
cost of transport from Bombay to London. The Government’s selling 
rate of sterling exchange was fixed at Is. to discharge the 

above obligation. 

The silver rnpee though mainly intended to be a token coin is 
still the sole unit of account. The future of the silver rupee is still 
practically illogical and has the dangerous quali^ of unlimited legal 
tender privilege attached to it. Its interconvertibility into gold or gold 
exchange is also legally secured though it is not effectively carried out. 
After the assumption of the sterling standard mechanism it has been 
found necessary to continue the policy of dethroning the silver rupee. 
An agreement has been entered into to sell off surplus stock. As it has 
been referred to elsewhere no mention > need be made in this 
■chapter. 

Confident of the facts that India would have a favourable balance 
of trade and that the world would stand in need of India’s raw material 
during the period of industrial regeneration and as India is repurchasing 
its own securities and converting external into internal debt the new ex* 
change ratio of Is. 6d. for the silver rupee was fixed. The plus valua- 
tion on the pre-war ratio of Is. 6d. for the silver rupee was fixed almost 
in deliberate violation of the experience of an overwhelming majority 
of people who have never noticed the persistence of this ratio for 
such a long period as to be claimed as the ”de facto ratio.” 

The excrescent currency, viz., the gold sovereign has been demone- 
tised and in its place this new obligation of buying and selling gold on 
sterling has been inserted. Though, in theory, this provision 
differentiates it from the gold-exchange standard system which 
makes the gold exchange alone available for (practical) external pur- 
poses yet in actual practice of the present standard the free and un- 
restricted selling of gold did not take place on any appredable scale. 
In 3927-28 the Government received sovereigns to the value of Bs. 
5,034, In its anxiety to economise the use of gold the currency 
authority might actually tend to make this new standard hardly 
different from the gold exchange standard system. The provision to 
buy and sell gold can be rendered innocuous and if the gold bullion 
standard as operated by the cuixency authority does not, aftra all, 
assume the conversion of local or internal currency into gold withou 
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the intervention of external currency it must be considerefl a decided 
failure. 

The Currency Authority and Deflation. 

Coming to the course of actual currency operationB during these 
years the Government is still the currency authority during these 
years. No clear-cut principle of deflation or inflation of currency seems 
to have been pursued by the cocreney authority. While bolding its ovro 
cherished opinion that the Indian money market is always intolerant 
of defiation it pursues deflationary tactics evidently with the motive 
of sapportiug the exchange ratio for the rnpee. Neither are the signs 
of redundancy 0/ currency absolutely understood aright. Such features 
as the al&okeaiog of the grip of seasonal stringency in recent years, 
the reiurii of rupees from oirculation during the slack season, the small 
absorption of rupees io the busy season, the heavy cash balances of 
the Imperial Bank in the slack season and the release of cmirency 
before the actual purchase of sterling are not weighed against the 
total demand for currency needed by the growing population and their 
increasing trade. Both the positive and negative proofs of redundancy 
of currency ought to be interpreted aright bdfore the deflationaiy move 
is embarked upon by the currentg^ authority. There ought to be a 
right balancing of all factors, home currency demand, supply of the 
same and world level of prices provaih'ng at any one particular time. 
The safety of currency supply is not now assured by the Government 
acting as the euctency authority. Though it is not drastic deflation 
that is being pursued by the currency authority the impression is 
created that an unfair use is being made in this direction. It has- been 
stated plainly that were the Government to continue to act as the ourw 
rency authority it would work better for purposes of contraction and 
any automatic expansion of currency, even at stipulafed rates so as 
to assure the busiuesBman of the safety of currency supply can be 
delayed by it. 

Emergency Ctirreney. 

. So far as the supplying of seasonal emergency cunrency is con- 
sidered the Government of India failed to provide the money market 
jrith the additional loan that could be secured by the Imperial Bank 
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when the bank rate rose to 6% in February, 1927. The delaying of the 
seasonal expanaon arbitrarily without paying heed to the hitherto 
enacted relations shows that the Government of India have 
no faith in providing seasonal requirements or its anxiely to let 
no factor distrust the rata of exchange might have overruled 
all other considerations in this matter and that interests of trade 
and business are secondary to this prime consideration~are very often 
the conclusions that are drawn by this unjustifiable delay in supplying 
emergency currency and forcing the bank rate to rise to 7% before 
the emergency currency is released. Of course the psychological 
assurance that emergency currency would be available has its own 
influence in raising the bank rate. It is not denied. Again the impro- 
priety of curing the high rates of interest for short-term periods by 
seasonal expsjision of currency is undoubtedly recognised ly the 
writer. As Prof. E. Gannau has clearly demonstrated that the demand 
even for money would be influeuced by the incoming advent of additional 
funds the forecasting of seasonal supplies at levels of bank rate would 
be futile. . But all my academic experience forces me to condemn the 
mcreasiug of the stringency of money and subjecting trade to high rates 
which are preventable by timely action. It^ has already been shown 
that the Central Bank of Issue can by an increase of its note-issue and 
deposits satisfy the seasonal demands of emergency currency. 


The Treasury Bills. 

A new feature inaugurated by the currency authority in 1927-28 
and continued up till the present moment (March, 1934) was the policy 
with reference to the sale of Treasury Bills. The Treasury Bill system 
is of English origin.® It is purely meant to obviate the direct depeud- 

» In the pte-mt days tbe Bank of Eogland Boated Treaswy Billa when theieceipta 
of taxation vrere iasnfiBcient to cover Oovernment expenditue. They view aold at convoideBt 
intemlatoimwhasfxshylenaer. On April 14, 1916 the Bank of England issued ae^l 
elassea of Treasary BiJJa with watnrify up to IS monika after the date of issue. It was given 
np on 8rd Pehruary. 1917, and continued again from Maidi, 1917 to June 1, 1917. 

Bills were again issuea in 1919 and the English ioint atacfc banka generally bold the 
rraaamy Bills in their portfolio. Wbea tbo floating debt represented by the Treasury 
Bills was founded the Banka took * part of the funded loon in lieu of the Treasury BiUs. 
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ence on the Central Bank for advances to the Government 
also recently adopted the system 

Thevr meaning 

The classification of the indebtedness of the Government of India 
into funded and unfunded debt,® external end internal and productive 
and unproductive has become well understood by this time IWays 
and Means Okeasury Bills faU under the category of floating or un- 
funded debit and are meant to be repaid dunng the course of 3, 6 or 
12 months Treasury bills, as one critic aptly describos them, are 
" the last refuge of the drowmng mimster to keep up bis head 
Though thia description is an exaggeration, it does not however fail 
to point out the fact that the Finance Mnister lacking ready resources 
anticipates future revenue and floats these evidences of short-term 
indebtedness This is the real origin of the Ways and Means 
TVeasury bills But Treasury Bills may be a legacy of war It may 
be the policy of the Government to keep a portion ot the permanent 
public debt m the form of Treasury Bills 


61 ^ 
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Tfietr utility. 

Like the commercial bills the Treasury Bills afford scope 
for the banker to employ his funds remuneratively and safely 
at the same time Treasury Bills can be rediscounted at 
the hands of the Central Bank durmg times of emergency 
IHie ordinary banks and the finance houses nnn aider these 
Treasury Bills as a safety valve for if greater funds are needed 
for commercial finance they can reduce the advances to the Govern- 
ment in this respect and grant more funds to commerce In the slack 
season when commercial demand for banking accommodation falls off 
the holdmg of the Treasury Bills can be mcreased for they will always 


note)* ^ ^ ^ Bmopean Ourrenoios." p 76 (foot- 


s The other contingents ot the nnfnnded debt ate the P 0 

Bavinp Bank depoBite and other misailBneonH obUgatioas seoh 


Cash Certifioates, Postal 
88 the Provident Ptinda, 
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be afloat on the money market. They can thus act as an invaluable 
aid to banks. 

Secondly, it enables the Government to control the money market 
by this new and regular feature and inflation and deflation can be 
pursued through this recognised channel. If it wants to inflate this 
floating debt would increase and as it is disbursed by the Government 
the bank would get back the funds through the customer’s balances 
and so this vicious circle of inflation can go on unchecked to a certain 
limit. Inflation used as a method of war finance was only an extended 
use of this well-known mechanism. If deflation has to be pursued 
the amount of bills running would diminish. By offering smaller 
amounts than are running off the Government can diminish the total 
nuinber of bills in the market. 

Thirdly, the process helps in creating a discount market. In the 
absence of an *' open market ” where trade bills cannot be discounted 
the gap can be filled up by substituting Treasury Bills to a great 
extent. The liquidity of the resources is the prime criterion of the bank 
in holding any instrument in its portfolio. The unquestioned standing 
of the Treasury Bill and the possibility of readily converting it into 
legal tender money at the bands of the Central Bank makes it an ideal 
investment for the banker and private financial houses who desire 
tb convert their temporary cash into a desirable and liquid invest- 
ment.® 

Lastly, the rate at which the Treasury Bills are discounted by the 
banks can be used as a long-distance signal for the raising of the bank 
rate. A- great disparity between the tv 70 rates means that the bank 
rate is not effective and the holding of bills is no longer remunerative, 
foreign bill-holders may remove their resources from this field of 
lesser utility to a field of more promising return. This would 
mean the outflow of gold from the country to check .which ihe 
Central Bank will ultimately intervene and this is done by raising 


6 The ideal employment of commercial bank credit ia in financing the movement of 
gooda and in financing abort aelf-lignidaUng tranaactiona. The bolding of bonda aa inveatmenia, 
collateral loana againat aecnritiea, and the bolding of instalment finance paper are glaring 
esamplea illnatrating how principlea of bank lignidity an violated by the modern commeimal 
banka. These an relied npon as good assets for they can be shifted to other banks when 
cniib is needed. 
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awtarirati. the k,ng-a»...« 

tetheO«.toUB»uk'B»te. Theee ere the theorelded atant^ttot 

oa be leaped by poreoing e «penti«e poHy enth letere^to fte 
BdeoftheWefBeodMeeaeTreesoryBillBin the money 
moBt be leeogniBedthat the United Kingdom haa been tho ^ 
to point oot the worfeing of this intricate mechamem m the complex 
sphere of the money market.^ 


Repayment. 

The Ways and Means Treaanry Bills are always to be repaid on 
maturity. Though certain impecunious Governments have sometimes 
converted them into permanent debit instead of repaying them,- the 
best policy is to float a fresh batch of Treasury Bills and repay them 
on maturity. Of course constant renewal of floating debt has a dis- 
astrous effect on the economic life of the country. But in days of 
straitened resources this hand-to-mouth policy may have some justi- 
fication. 


When was this policy taken up in India ? 

It was first adopted by the Government of India during the 
period of the recent war.^ They commenced the systematic sale of 
the Treasury Bills in 1918 to enable them to finance the requirements 


1 See Walter Leaf, “ Bsokiog," pp. 205 208. Bor s kiatorical tieatmeat of (lie ose of 
the Treasmy Bills in the hmioD Money Market, see W. B. Spalding, '* Dictionary of World’s 
Ontrencies and Boreign Bschangea," pp. 188 end 189. 

* The Oovemnient had to meet a very large amoont of ei^nditun by isaning short* 
tem deht. It continued ootstanding till 1919 and xrhea that increased fignre hod to be 
paid new Tnasniy Bills were floated at a higher rate. With deficit balances and a large 
amotmt of short-term debt floating (vbiob at one time nmounted to 60 orores of tupeea, the 
Government of India was forced to float loans in London and India to pay their way and pay 

off acme portion of the floating debt. By April, 1934, the Gevemment aucceeded in paying 
off the large portion of the floating debt which consisted eoleiy of Treaamy Bills and Ways and 
Means Advenees. Treaemy Bills held in the P, 0. Beaervewere paid off end P. 0. Notes 
cancelled to that eatent. Good monsoons also helped the Govemmeat to ancceed in raisins 
the rate, *.e., the exchange Taloo of the mpee, Brom August, 1928, the Goveminent policy 
^ '““““I tequiremeuts (see Sir B^l 

BUcketta Bvideuce before the HiHon-Toung Commission, Vol. IV, p. 14 and the 
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of the Imperial Gbvernment of the United Kingdom. Thongh there 
was no systematic adherence to this practice it was reintroduced in 
August, 1927, as a permanent feature of the financial policy of the 
Grovernment of India. Three mouths, and six months’ Treasury Bills, 
the lowest denomination of which is Bs. 5,000 are issued at a discount 
which sometimes comes up to a high rate. The practice has been 
continued siuce then and taking up the recent announcement on 
March 27, 1928, regarding Treasury Bills we find that “ tender 
for six months’ bills at Bs. 97-9-0 and above aggregating 
Es. 52,50,000 were received and accepted in full. Tender 
for these bills at Bs. 98-10-0 aggregating Bs. 12,25,000 were also 
received and accepted. The average rate of accepted tenders for sax 
months is Bs. 97-9-4. From 21st to 26th March Intermediates were 
sold of which Bs. 6,25,000 were for'six months and Bs. 3,75,000 were 
for three months. Intermediate bills will bs issued from Match 28 
to April 2, at the following rate — ^Es. 97-10-3 for six months’ 
bills and Bs. 98-10-3 for three months’ bills. Tenders for one crore, of 
sis months* bills and Bs. 75,00,000 of three months’ bills will be 
received on Tuesday, April 3. Successful tenderers should make the 
payment of the amount accepted on Thursday, April 5. The 
average of interest of accepted tenders for three and six months* 
bills is again unaltered at 5i and 5%.** This rale would always 
depend on the money market rate for short-term loans when the tender 
is being made. 


The Object of the Sale. 

The first object of the present-day sale of the Indian Treasury 
Bills is .to regulate the Government balances evenly in India all the 
year round. This necessitates also lower balances.® The indirect 
advantages that are claimed are very many. It would tend to stabilise 
the value of the Government securities by preventing speculation in 
their value in the slack season with the help of bank money and the 
bank would be too eager and willing to lend money for the occaaion. 


9 See Mr. H. Danniog’s Oral ETidence before tbe Haton-Young Oommisam. 
■VoLY,p.74. 
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Daring fhe slack season “ money becomes a drug m the ” 

and If It IS lent to the speculators the Government securities would be 
subject to their influence The banks themselves are great holders of 
Government secunties and the stabilisation of their value is a great 
advantage to them 

Another indirect advantage would be the stabilisation of exchange 
that can be secured out of a judicious sale of these Treasury Bills 
which can absorb the surplus funds in the money market. These funds 
would be deposited m the hands of the Reserve Bank and would be 
available to the market through this institution Even if stringency of 
funds m the money market were to result there would be release of 
funds through the purchase of sterling 

Secondly, a more stable bank rate all round the year would be 
realised if the bank balances are equalised during all seasons, viz , 
the busy as well as the slack seasons It would undoubtedly help the 
Reserve Bank to obtain higher profits than before but this is purely an 
advantage to a particular institution 

Thirdly, it would reduce the necessity on the part of the Govern- 
ment to maintain huge cash balances for carrying on their daily round 
of duties Now that two other valuable sources of finance exist, 
namely, the floating of Treasury Bills and the ways and means advan- 
ces from the Beserve Bank of India, the thurd and antiquated one of 
keeping large cash balances can be dispensed with The reduction of 
heavy cash balances has been the objective of all monetary leformers 
of our country 

Finally, the great national advantage which the smooth function- 
ing of the Treasury Bill system would indicate is the help which it 
would furnish in fixing the bank rate of the Reserve Bank If the 
rate for the Treasury Bills is very low it is clear that the bank rate 
IS not effective and the hidden hand of the Reserve Bank would soon 
have to be employed if gold leaves the country and exchange becomes 
unfavourable Now that the Central Bank has been created it clearly 
follows that this can be considered as a possible future advantage At 
the present stage it may contribute something towards the perfection 
of the discount market and if the Reserve Bank rediscounts these 
Treasury Bills for some period of their time before maturity some sort 
of piehmmary education can thus be imparted to the bankers who can 
78 
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Vedificonnt commei-cial as well as Treasuiy Bills at tie Lands of tie 
Beserve Bank. 


Supposed disadvaniages. 

But nnfortnnalely the banks which are Ihe chief sufferers in the 
matter have already set up a protest and have determined to pursue 
a non-possum^s attitude in this matter. Since Sir P. Sethna uttered 
a feeble protest against the sale of these Treasniy Bills the dissentient 
critics are becoming more loud in protest. Some hare adopted a 
blustering tone and in addition to non'-co>operatiug in this matter the 
supposed disadvantages are descanted npon. Some of ihe propheaed 
evila are the crippling of the gilt-edged market and the eradicating of 
the Indian joint-stock banks altogether from the money market. 
Lastly their nnsnitability to this country where the banks are straggling 
hard to attract deposits is commented upon. It is pointed out openfy 
in a tone of derision that the Government are forced to pay “ fantastic 
,rales ” of Interest for their short-term indebtednera in sjate of the 
•much vaunted improvemenc in the credit standingoftheGkivemment 
It is stated that the credit of the Government is far lower rban that 
of the credit of the banking institutions of the eonntry.” But these 
conditions have changed and the Treasury Bill seems to have become 
an integral feature of the money market. 


Justification of the sale of Treasury Bills. 

It behoves us to examine these statements before any opinion 
can be expressed on the desirability of their sale. The first reason 
why treasury bills are sold is to secure money for short period*! 
when there is a big gap between revenue and expenditure.’^ If the 
ways and "means advances from the Beserve Bank can secure the 


10 See the Btatement of the Bengal Nafional Chamher of Cwnmercp, Vol.H.p.O'U-, 
C. B. Bsqniiy Committee. The ans^en of Bomhaij Share ji)3 Stock Broket-.’ AssoJaticms— 
Bombay Comnutfee Evidence, Vol. II, p, 546. 

u The land ravenue of »he Gown-nent geasrelly flow* in during Janniry and if 
‘commitments are to be met in the months ol 3epte ji'jst and October when ba'aniw a-e 
- insnffloenfc resort to this method is iustifi*fale oa the part of the GoTerament 
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needed money there would be no resort to the ways and means 
Treasury Bills, for money locked up here would lessen the available 
funds for commerce and trade Hence the bounden duty of the 
Government is to see that it does not encroach on the available 
commercial funds of the money market If the balances of the 
Eeserve Bank are depleted tl e method of borrowing m the market 
IS resorted to Bat so far ns the Eeserve Bank is conceined there 
IS alwais provision to enable it to continue its business in spite of 
reduced cash les-ives below the statutoiy limit The raising of the 
rate piotects the cash situition and increases the cash position of 
the bans: A^ain when sp ^ulation is being conJucled with the 
help of funds in the money market the Central Bank always raises 
the rate and protects the situ ition If it fails to achieve this by raising 
the Bank rate the soiplus funds are withdrawn by borrowing on the 
Government securities Thus it is always a recognised policy on 
the part of the centralised banking system to protect the interests 
of the people from the harm resulting out of unbiidled speculation 
aided more or less by an easy monetaiy situation If the Government 
of India 18 attempting to do this in the absence of a Central Bank 
there is no reason to feel aggrieved at the situation 

If the other advantages can also be realised the sale of the Ways 
and Means Treasury Bills would have to be welcomed If it 
constitutes anythmg towaids the perfection of the discount market 
and rediscounting bacomes an acknowledged fact this measure must 
be hailed as a welcome one Of comae, the Government is not 
unaware of the diffioulties of this policy These would have to be 
discontinued as soon as a big loan programme such as that of the 
1928 29 financial year would be hunched and permission should be 
given to the holders of Tieasury Bills to subscribe to the loan If 
more satisfactory conditions are meted out to the subscribers than 
in 1927 Eupee Loan there is no reason why such loan should 


« Since these Imea were Witten the 1928 29 Bupee Loan wns floated and w an.f- 
wguleteerfernelborrjwQ^inthi Intarnatijaal Inveatment market Greater nnn!l 

teInd,enenbmr.berBr,anessentrelrmprevement«..t rareally n“glelte attrLTT^ 

the Reaerve Bonk has been started these oonditione have greatly improved 
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In the interim period when banks feel the shortage of deposits 
they would have to pursue other measures for increasing 
the volume of deposits and they cannot enforce the Government 
to desist from controlling the market by means of this method 
The most successful methods of increasing bank deposits have already 
been stated in an earlier chapter If the sole grievance of the banks 
18 that the Government is absorbing all available funds which would 
have been deposited in their hands the banks would ba\e to increase 
their vigilance in the matter of securing deposits and they can also 
insist on re dicscounting facilities being extended to them bj the Beserve 
Bank The Government, the Beserve Bank, and the Indian joint 
stjck banks can co operate with each other and thus smooth down the 
peaKS and troughs of credit occasioned bj seasonal demands for money 
and the Government’s financial policy 

It IS recognised that in the slack season the Indian joint stock 
banks are too willing to lend funds on jute shares at a nominal rate 
Touting for business would be unnecessary and unusual balances would 
not act as a drug on the bankers and speculation in the value of the 
Government shares in the slack season need not be resorted to for 
obtaining decent profits The Treasury Bills would render these 
somewhat questionable uses unnecessary They would furnish an 
element of strength, liquidity and profit to the hankers and other 
private financial bodies After the perfection of the discount market 
and the familiarising of the banks of the rediscounting feature the 
employment of the Treasury Bills should be confined to their legitimate 
function, namely, the securing of short-term money to tide over tem 
porary deficiency and enable the Government also to give proper place 
to these Treasury Bills in the pubhc debt programme they follow 

A Modest Limit 

In other countries there is a limit set to the Treasury Bills or 
short-term obligations which the State can issue In an undeveloped 
money market as ours the financial aid which the Government can 

u Bee the earlier chapter entitled Banking Beaerra 

II The Budget ehonld always make provision for the outalanding Treaaniy Bills in the 

hands of the pubhc at the end of the financial year and in no case should this figure be 
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Becniefn)mit8lionldbeliipit.ed.^» If the Government can -float any 
amount of these Treasury Bills there would be serious consequences 
to the credit position in the country. The charters of some Central 
Banks contain specific provision restricting the amount of Treasury 
Bills which can be discounted for their respective Governments. A 
similar provision was not enacted in the charter of the Reserve Bank 
of this country. It should also be the accepted policy of the Govern^ 
ment to secure this accommodation only at a rate which is consonant 
with the rate which banks pay for deposits of a like-period. As Sir 
Hilton-Young says, “ the Treasury, while borrowing money for short- 
ti-rms at the lowest possible rate, should learn from its mercantile 
rivals in the loans market. It should compete for loans with commer- 
cial borrowers on an equal footing making use of all the refinements 
and economies which they have invented to facilitate their borrowings 
and in particular of the bill,**‘° 

Remittance programme. 

The remittance operations, though recognised as properly belonging 
to banks, are still in the hands of the currency authority. The 
Government being the currency authority, can secure any objective 
of its own through the influence of its' remittance operations on the 
money market. If the monetary ideal of the currency authority is to 
economise the use of gold the free flow of gold into the country can 
be checked by purchasing sterling beyond the actual requirements of 
the Government. It should not however be confused with the 
currency ideal that has to be worked out in the country. More .gold 
resources are essential for working the gold bullion standard in spite 
of any precautions which may be taken to protect it during the 
formative or the testing periods of its early years of existence. 
When America was parting With its stock of gold and co-operating 
with all countries who were coming round to the gold standard the 
securing of gold as done in March, 1927, so for as the gold standard 
reserve was considered, should be carried further and as the real gold 

(FebJlyf^W floated Treasury BHIs to the extent of 66 ctoroe 

M Bee the System of National Finance, p. 241. 
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metallic backing against notes m tbe P G.R. is not sufficiently high no 
opportunity to strengthen the gold stock should be lost 

The inauguration of the tender system in the purchase of 
sterling is another important factor or innovation brought about dormer 
tbe course of the financial year 1927 28 ^ 

" Purchase of Sterling m India 

The new system of lemittance operations perfected by tbe 
Government of India during the course of the last decade is not 
thoroughly understood by the public It is not only essentialthat 
its advantages and disadvantages should be undeistood but tbe far 
reaching consequences underlying this method should be realised by 
all students of Indian financial problem 


The object of remittance 

The Government of India is a subordinate body subject to the 
sovereignty of the British Parliament While it realises its revenue 
in silver in India it has to meet certam obligations to the extent of 
roughly £35 to £40 millions annually in London This necessity 
forces the Government of India to enter the exchange market for 
convertmg its rupee resources into sterling resources at as advantageous 
a rate as is possible for it to secure 

Several alternative methods 

iUthougb theoretically speaking this can be done by several 
methods the most suitable and advantageous ones have to be resorted 
to in preference to others Firstly, the sale of bills in the London 
Money Market on the Indian Treasury against the receipt of sterling 
in London can be done to suit the Secretary of State’s requirements 
This was the old time-honoured but recently discarded system of tbe 
sale of Council Bills in London Secondly, there is the purchase of 


w For a hiBtoi; of the Coudci! BiU soles see Mr H WaferfieW s Memorandum-- 
Appendix to the Powlet Committee 8 Beport, p 24, aho Mr Neum.rchs Memorandum 
,n the same subjecb-Appendices. VoJ I. No 8. p 20 See also Mr ,now Sir) Kisch s 
tfemorandom on Bemittances which consists of tbe 1915 rules with reference to this sale of 
[jovmcil Bills to the Hilton Yonng Commission, Vol II, pp 484 89 
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sterling from banks ana private finaBcial honses vnffing to 

sterling resources in liondon for rupees offered to them m India. 
This is the present method which has displaced the above one. 

Tbiidlj, there is the buying of gold bnllion and exporting it from 

this country to London. The exporting of silver cannot be resorted 
to as it would be sending silver from the better market to a less 
advantageous one. The Government would be the loser by this 
method. Even in the case of gold ahipment the loss of interest, 
freight and insurance charges would amount to much. Fourthly, the 
Government can buy sterling bills drawn on London from reliable 
mercantile houses and send them to the Secretary of State for 
collection. This method was actually employed for a while in 3S77 
but was afterwards given up. Fifthly, advances can be made to 
merchants in India for purchase of goods consigned to the United 
Kingdom and repayable in England to the Secretary of State to whom 
the goods are hypothecated. The bills of lading of cargoes can be 
taken as security and Ihns remittance can be effected by this method. 
But iaasmu''h as their credit would not be of a high standing this 
method cannot be safely resorted to. It was actuilly employed to 
a limited extent by the Etst India Company and given up as '* intro- 
ducing a vicious system of credit and interfering with the ordinary 
course of trade.” Lastly the Secretary of State can purchase the 
proceeds of loans floated by the quasUpuhlh bodies in London and 
release its equivalent in rupees in India. This method is not always 
available but it is free from all defects. 

Of these different methods each with its own limitations method 
two is the present accepted one of making remittances to London. 
The Reserve Bank would enter the money market and invite tenders 
on Wednesday at Bombay, Calcutta, Karachi and Madras. Purchases 
in the market can be made for the purpose of Intermediates on days 
when tenders are not received. Since these lines have been written 
(3rd edition) the Government of India used to pursue the policy of 
secret purchase in the slack season and invite fenders in' the busy 
season alone. ^ 

When mas it taken up ? 

U the 1923 tl» «,!. of Zntermodi.te tendfe ™ ™ 

9=3 a«lwg thtooj,. th. 
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Exchange Bankers and other recognised financial firms ns a supple 
mentary measure to the weekly sale of Council drafts The Impenal 
Bank was given the minimum buying limit by the Controller of 
Currency both of rate and quantity but it was also altered during the 
course of the same day Although large purchases were made under 
this method the question of inviting tenders to secure the best rates 
was not taken up at any time Neither the extent of purchases nor 
the rate at which the purchases were made, were published by the 
Government of India and the'se were freely left to the discretion of 
the Government of India 

The old system of the sale of Council Bills was not given up 
even in the official year 1924 25 Weekly sale of Council Bills was 
resumed only when there was a steady demand for rupees But during 
the official year 1924-25 the sale of Councils did not amount to 
much Even during this period much publicity was not thrown on 
these operations It was only at the end of the month that the public 
could know the amount of purchases made by the Government in the 
money market The Bombay Chamber of Commerce protested 
against this lack of knowledge regarding purchase of sterling and 
suggested that the weekly return of purchases should be published ” 

During the course of the official year 1925 26 no sale of Council 
Bills took place It has been completely superseded by the method 
of purchase of stalling The following table with reference to 
remittances makes this pomt clear — 


OfiScial year 

Sale of Coancila in 
liondon 

£ 

Parchaae of sterling 
in India 

£ 

Foidases of Secy of 
State of loan proopede 

of public bodies rms'd 

in London 
£ 

1922 28 

2,520 026 

70,000 

2,126 210 

1923 24 

8,738 705 

18,100,000 

1,302,950 

1924 25 

7,579 162 

38,191,000 

700,000 

1925 26 

(9 months) Nil 

37,566,500 

Nil 


The respective advantages of competitive tender and pnvate 
purchase of sterling through the Imperial Bank were discussed before 
the Hilton Young Commission but the advantages or disadvantages 

of this procedure as agamst the old one of sale of Councils were not 
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paid heed to. The CommiBsion recommended the purchase of sterling 
in India by competitive public tender and the publication of weekly 
return of remittances.’* This is now followed in actual prartice 
and would doubtless be changed as soon as the Central Bank is 
created for this country. The remittance business of the Government 
would be done tbrongb the Central Bank in much the same way as 
it would conduct the other banking business of the Government. 

Reasons for the Change. 

Though Mr. Charles Nicoll and the Right Hon’ble Montagu Norman 
—the Governor of the Bank of England, opine that “a sentimental 
influence brought about tendering in India instead of Ijondon" there 
were weighty reasons for pursuing this change. It was to take 
adiantage of a " firm or rising exchange” that this new method of 
sending remittance from this country has been devised. It was also 
recast to check rapid appreciation of the rupee or any undesirable 
up-rash of exchange so that sterling exchange was bought on an 
abundant scale. In October, 1934, it was decided to prevent exchange 
from rising above la. fid. by the free offering of rupees according to 
this method. This method was devised by Sir Ba«il Blackett and the 
Government of India had to adopt it as an advisable one in the 
interests of India and as an improvement on the existing method of 
sale of Council Bills. 

The main advantages of the scheme. 

In days of fluctuating exchange it enables the Government of 
India to control the exchange market and with the full benefit of the 
knowledge of local circumstances influencing the course of exchange, 


a From April, 1027, the OowrameDt of Indio hero been making weekly panlieec* of Ha 
IS Tntctmediatc lemHtences is olro mode and 

tor-thoIntetmeaiBteT.T.’Bi* known ns "tnn 

by SI rmbll to eho top rote will be modo eon be foioseon 

79 
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the Pinance Member can do something to impart tolerable stability 
to the flnctnating exchange and thus confer a boon on trade and the 
country. 

Exchange can roughly be pegged at the selected rate at which 
rupees can be released and thus the object of stabilising exchange at a 
particular rate can be easily obtained by purchasing sterling for 
unh'mited amount at the upper gold point of the selected rate. In the 
days of firm or rising exchange it can be employed to assist tbe 
further rise altogether. Just as the unlimited sale of Councils at 
Is. 4id. prevented the free flow of gold into the country, the release 
of rupees at l/82d. lower rate than the upper gold point of the rupee 
would prevent tbe free flow of gold into the country. If tbe 
Government is prepared to boy sterling over and above tbe require- 
ments of the Secretary of State tbe exchange can be artibcially pegged 
at this upper gold point of the rupee rate selected. This they can 
do safely so long as they can increase the British or Indian Govemment 
securities in the P. 0. Beserve and issue P. C. notes against the 
fiduciary cover which can amount to half of tbe total reserve. The 
P. C. Amendment Act, February, 1925. has conferred this privilege 
and so long as there is this safety valve there need be no apprehension 
that by this new method they would fail to peg exchange at the upper 
gold point of the rupee rate. Ad hoc securities were recently created 
by the Govemment of India and paper currency inflated against them, 
so that farther rise in exchange even by l/32d. would not be brought 
about. Leaving aside the undesirability of such expansion by 
questionable methods this prevents tbe free flow of gold ; but the 
stability of exchange at the desired point which is tbe sole objective 
and absolute obligation of the Govemment would be obtained. 
Now that the Reserve Bank is endowed with the privilege of issuing 
notes it can purchase sterling with its notes. 

In days of weakening exchange this method would not be of any 
utility. -The old policy of selling Reverse Councils at the lower gold 
point of the rupee has to be resorted to. So long as tbe Gove- nnient’s 
Reserve is sufficient and kept at a highly liquid state for this purpose 
the selected rate can be made operative Gold or Gold Exchange can 
be released without limit at the lower gold point of the rupee. s 
the Reserve Bank has been created it is the duty of the Reserve 
Bank to varify credit and raise tbe exchange rate to the par point, 
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have to be givea up. , i i ^e. 

Under the oMmefcboa of sale of Ootmoil Bdls heavy cash balances 

coaid be kept by the policy of unlimited sale of council drafts over 
and above the Home Charges Onder this new method remittance 
can be made by the Government to meet the actual requirements 
and thus tender aanecessary the piling up of huge cash balances jn 
the Home Treasury The sterling treasury bills can be floated by 
tfaeSecrefaryof State in London if this remittance programme fails 
to provide bun with adequate resources It is no doubt expensive 
and this penaltj should be incnired only as the last-go Tbeieis 
thus total emancipation from the Secretary of Stale’s control in the 
matter of remittance programme and some degree of monetary 
independence has been conferred on the Government of India 
By nnhmited sales of Council Drafts over and above the requirements 
of the Home Charges on the specious plea of satisfying trade regnire- 
mentahe usel to transfer cash balances from this country or a portion 
of the F 0 fteserve By a judicious use of the new method this 
unjust transfer need no longer be tolerated and the interference of 
the Secretary of State m the matter of remittance is rendered as 
remote as possible 

Finally this method is evidently suitable and simple and the 
Exchange Banks need not depend on rediscounting their bills in 
London bat promptly sell their sterling balances to the Government 
of India and ihns leplemsh their ruj^e resouiues in this country 


Dmi^vantages 

' This method is not however free from defects altogether Firstly, 
the upper gold point may not be reached at aB under this method 
If rupees are released at l/ 82 (f lowe rate than the upper gold point 
of the rupee This means that tree Bow of gold can be diverted and 
impeded thus checking or restricting the automatic action of gold 
entenng the cuiieocy system and rapees or notes bemg issued against 
that stock of gold The pnce can be so arranged as to check the flow 
of gold It 18 not here assumed that the gold would enter the Indian 
cnrrency media or become a part of the currency of India 

It » lombh tb»t ae QoTOmmmt aught not 
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follow the lead of the market but actually set the pace themselves. 
It is too closely interwoven with the cutrency policy and absolutely 
dependent on the Indian money market. 

Thirdly, unless the purchase of sterling is definitely limited to 
actual or prospective requirements the free flow of gold into the 
country would be stopped. The magnitude of the purchase can be 
so arranged as to prevent the flow of gold into India. Enormous 
purchases can be made to cover tl) the amount necessary for the 
Secretary of State’s expenses, (2) the further amoants as can be 
spared in a prosperous season towards the reduction or avoidance of 
debt in England and (3) the requirement! of trade. But if great funds 
are remitted to the Home Treasury it would be locking up Indian 
funds in London. With the right or improper use of the funds we 
are not concerned here. 

Fourthly, the public tender system at different places means delay 
involving the collecting of different demands at one centre. Although 
the time element can be overcome during these days of electric 
telegraph, foreign centres dealing with India would be at a 
disadvantage under the tender system in India. A large number of 
American people enter into jute contracts and these people would find it 
difficult to get along with this tender system. London being the 
world’s centre, application by foreign countries for Councils could be 
easily made in London. Under the present system they generally 
send their requirements at least one day earlier to their agents in India. 
There is a big rupee market in London. It is being ignored by means 
of this new method and hence the best price for the rupee may not be 
obtained if this market in London is ignored. 

The financial transactions of the Government are being subjected 
to controversy and criticism on account of this method of remittance. 
The purchase of sterling to the extent of £L and J million on account 
of the P.C. Department on 14th January, 1928, has been criticised 
freely. The non-remittance uses made out of this method are likely to 
be contested strongly by the Indian public. 

Finally, under this system rupees are released in India by the 
Government immediately before sterling is placed in the ha.uds of the 
Secretary of State in London. Unless the credit standing of the 
.parties is of a very high order such a thing cannot be done, 
keeping of a Government list means drawing an unfair and invidious 
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distmotion which woold be teeaetod by fte people not fittoored aooord- 
ingtoflne dieetionnetion. Althongh in ectnal ptecHce no loee wee 
eoeteined by eo* e ptocedore yet ie not eo ante ee tibe eele ol 
CouneilB which meant the obtaining of sterling in London before the 
parting of equivalent arnoant of rupees in India. 

Conclusion with reference to Remittance •programme. 

Althongh on the whole the system has given tolerable satisfaction 
to trade no time should be lost in starting a Central Bank and handing 
over this remittance programme to the Central Bank which would pay 
due heed to the needs of the market while remitting funds to the 
Secretary of State on behalf of the Government of India. The Central 
Bank should accept unlimited amount of gold in India at par and issue 
bank currency at the upper gold point against it and release unlimited 
quantity of gold at the lower gold point of the internal currency unit 
offered to it in India. Its acknowledged object should be to check 
ductuations in exchange automatically by the free inflow and outflow 
of gold. Governmental interference in the management of remittances 
should not be tolerated in any manner. It is bound at certain times to 
be as iniquitous as interference in the management of currency. 


External borrowing programme. 

Public borrowing has become a most vital part of the system of 
public finance of almost all important states. While borrowing from 
private internal investors is advocated freely there is much condem- 
nation of the policy of the Government's contracting external loans 
abroad. It is not recognised that even an internal loan might become 
a direct real burden as it transfers wealth from one section of society 
to another and increases the inequalities of incomes.^® But it has the 
merit of retaming the wealth in the oountiy itself. The repayment of 
external debt means the transferring of wealth from the borrowing 
country to the lentog one, the exact reverse of what took place 
when the external loan was contracted. In spite of this chief 



630 


PBESENT-DAY BANKING IN INDU 


disadvantage external borrowing most be resorted to when the country’s 
internal capital resources have become well*nigh exhausted or, if it is a 
capital poor country with little or no resonrcec to develop the natural 
endowments which Providen-e haa conferred on the country Again a 
foreign loan removes undue pressure from domestic industries and does 
not influence adversely domestic prices But excessive foreign 
borrowing not only tends to bring exchange difficulties but may how 
ever end in undesirable entanglements specially if the Government 
fails to repay or repudiate the loans of the wealthy external capitalists 
It may lead to invasion and ultimate colonisation of the external capi 
talists in the territory of the borrowing country Like Britain’s occn 
pation of Egypt many of tbe American republics might have been 
under the occupation of the European Governments but for the sue 
cessful intervention of the U S A under the influence of the famous 
Monroe Doctrine Inter Governmental borrowing is less dangerous 
and would also lead to delicate international questions which end 
ultimately in disputes and wars when the debtoi country does not 
promptly liquidate tbe loan 

The pohey of the Government of Indta 

Although it 18 on these grounds that independent Governments 
tihinlr twice before tapping the foreign capital resources, the subordmate 
Government of India borrows freely in tbe L M Market Both 
sterling loans and sterling treasury bills are frequently contracted after 
securing parliamentary sanction which is unnecessary in the case of the 
Bupee Loans of the Government of India But neither the Parha- 
mentary authorities nor the Government advisors in London seem to 
pay due heed to the well-known principles of public borrowing and 
some of the recent sterling loans were floated in direct contravention of 
these established tenets It is fairly clear that such a subordinate body 


M Bee Alexander Hamilton, Works IH C Lodgel, Vol H 

n The only » ay the States cyn now hope to practically lepodiate loans is by the pnr 
snmg of a coriency policy detnmenlol to the interests of creditorB 
O See Intetoational Conciliation Pamphlet, No MO, May 1938 
n Pot a farther discnssion see my article * External borrowing for India The 
Hindcstan Beview, June, 1029 
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moot GovonmeDt noed not fee) »ny emberraeeinent in bortoning from 
the politically superior or overlord country. 


Flouting public opinion. 

But though any danger need not arise out of this external borrow- 
ing any violation of the established tenets of public finance would 
injure the credit standing and the integrity of the C^vernment of 
India. The gilt-edged securities would fail to play their nornaal part 
or the role of a useful adjunct in the Indian money market. It is not 
only essential that resoit should be had to the external maiket as the 
last alternative but the right kind of fiscal policy had to be pursued in 
the contracting of loins. A contracting of long-term loan to tide over 
temporary current treasury requirements or seasonal expansion of 
currency is evidently unjustifiable. Nor should there be very great 
dependence on sterling treasury bills for finansing permanent needs of 
either productive or unproductive expenditure. Treasury hills are 
unfunded or floating debts of the Treasury rather than permanent 
debts of the Government. They should always be paid out of the 
next incoming revenues. Special rare should always be taken to see 
that they do not accumulate year after year until they are funded into 
a consolidated debt by passing a Consolidation Act. This process is as 
dangerous " as issuing w:irrants ** on the empty treasury and asking 
the recipients to disrount them at the hinds of the bankers who would 
of course collect them from the treasury as soou as it is reimbursed by 
the payment of taxes. The " shaving of warrants ” always develops 
into a serious abuse and there is no reason why the Treasury should 
not properly liquidate all claims upon it. The most important pr n- 
ciple in public expenditure is that what is chargeable against revenue 
must not be charged against capital or what is chargeable against 
capital must not be charged against revenue. The difference between 
_ the transactions in credit and transactions in capital must be grasped 
and practical finance must pay heed to this distinction. 

The Controller of Currency has sometimes tacitly admitted that 
maturing Sterling Tieasury Bills are being repaid by a regular long-term 
loan, a practice that has to be severely condemned for it leads to con- 
tracting regular loans for meeting current expenditure. Long-term 

borrowing IS to be contracted only for executing public improvements 
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which cannot be paid out of current revenue or when emergencies like 
wars involve huge expenditure which cannot be met by revenue from 
taxation. Prof. A. 0. Pigou says, ** It is generally agreed that the 
fonds for Government expenditure devoted to producing capital ex- 
penditure the fruits of which will subsequently be sold to 

purchasers for fees ought to be raised by loans.” If only the whole 
of the loan was needed for railway expenditure it can be easily justified. 
But a part of it was utilised for paying off maturing Treasury Bills, 
I.C., temporary borrowing. 

Temporary borrowing during the course of an year is justifiable 
specially during days of greater expenditure than the collected revenue. 
” Deficit financing " is now given up as unsound policy and a bad 
expedient. If it is pursued each year it can only be put an end to by 
consolidating the indebtedness info long-term loans. The balancing of 
the budget is now the accepted feature of public finance and one year 
with another the surpluses and the deficits ought to balance. Again 
there should be systematic arrangement of the different forms of debt 
when a constant use of them is being made and strict business 
principles should be followed in the matter of borrowing either by 
the Treasury or the Government. Opportunities should be afforded 
for all classes of people to invest in the public debt. Although 
Adams says that a widely diffuced debt does not indicate a healthy 
condition of political and industrial society still desirable social 
consequences can be reaped. 

Distorting the Truth 

Sometimes also it is the recognised policy of the Government 
not to place reliable information as regards the object of floating a 

"* Dr. Hagb Dalton, bon ever, considers that it might be adviaabla to finance a large 
part of the capital expenditnici if it ie po'isible to do so, by means of taxation as “ it prevents 
the breeding of needless nne.-irned income and makes for a less unequal distnbuUon" It. 

sbonldbe “ one of the prominent features of the public finance of England as well as that of 

other countries, says Hugh Dalton. It is only the underlying truth of the statement that 
made Sir Basil Blackett remark that he would like to finance nnprodnctiie expenditure such 
as building New Delhi out of pure taxation revenue aloua insteed of by loans. Seethe 
Assembly Debates, Vol. Ilf. No. 48, p. 293. ^ 

Sir George Snhusler, an ex-Finanoe Member, always defended himself while floatmg 
loauB in Januaiy by saying that financiers in London give the best attention to these loons 
and better rates Can be obtsined in January alone. 
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rterlh>gk»>. Ap.rt from 

vbffl firm money amffiHone ere pteveiUng m london AU these go 
to prove that financial mismanagement is sometimes responsible for 
the increase of the public debt of this country. The policy of pur- 
chasing sterling in Indio itself is forcing the Secretary of State to 
float Sterling Treasury Bills in London to finance his own require- 
ments. The success of the policy of the purchase of sterling to 
finance the Home Treasury is dependent o n not only ths Indi an 
cash balances in the Indian Treasury or the Imperial Bank, hat 
on the conditions prevailing in the Indian as well os the London 
Money Markets. It is only when remittances to the Home Treasury 
prove insufficient that recourse to the Treasury Bills is justi- 
fiable. The policy of purchasing sterling in India will have the 
defect of forcing the Secretary of State very often to have recouree 
to the Sterling Treasury Bills if the remittances cannot be made at the 
proper time owing to weak exchange conditions in the Indian money 
markets or very firm money conditions in the Ijondon Money Market 
which make the exchange banks and other financial houses unwilling 


to pari with their sterlmg resources. 

The purchasing of sterling securities to be placed in the P. C. 
Beserves to expand provisional currency in this conntry to satisfy 
the bnsineas regnirementa, is another makeshift device which has to be 
strongly condemned. So long as the Government continnes to be 
the corcency authority this method of seasonal expansion would be 
resorted to. This is as bad as the expansion of seasonal currency 
against the creation of ad hoc securities of the Government of In lia 
and placing them in the P. 0. Bsserve. The only honest and de- 
sirable way of meeting seasonal expansion is to create the Central 
Bank of Issue and empower it to meet seasonal demands without 
any undue raising of the bank rate. The evolutional trend of interna- 
tional and foreign banking is in this direction. India must continue 
to learn the desirable things of the West and adapt them to suit her 
own domestic conditions. 


It would be far mure rational to ask the Secretaiy of State to 
"tilise the Gold Standard Reserves for meeting his temporary r^uire- 


80 


*• Bn H. 0. Adams, “ Fablio Debts, ’’ p, 49, et teq. 
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jnents and after the pressure is over due re-adjustments of the funds 
can be carried out as soon as possible. This was actually suggested 
by Sir M. l^iley when he was Finance Member in 1919-20. 
Similarly the Gold Standard Feserve can be made to help the P. C. 
Reserve during seasonal times. The Quesiaon of limiting the Gold 
Standard Reserve to £40 million and adding the rest to P. Ot 
Reserve to wipe out the created “securities is too well-known to need 
any repetition. There is also no clean-cut partiiaon in the practical 
operations on the Reserves, the P. C. Reserve and the G. S. Reserve. 
So it would not be wrong to suggest this use of the G. S. Reserve 
Fund. Till a complete amalgamation of both according- to some 
comprehensive plan of currency reform is forthcoming this use of the 
G. S. Reserve would not be unjustifiable. The separate standing d 
both the Bescnes can be kept up if it is liked and as overlapping is 
more often the case why should not the G. S. Reserve help the P. C. 
Reserve specially during the emergeneys eason ? Now that all those 
reserves have been placed in the hands of the Reserve Bank these 


uses might be eliminated altogether. 

.Whatever might be the inner motives underlying the contracting 
of sterling loans which are kno\vn only to the financial advisers and 

cannot often be justified on the accepted principles of public finanw, 

there is no reason on the part of the Government of India to per^ 
in this unwise policy. It should yield to popular wishes in this 
respect and create a Central Bank of Issue and count upon its saga- 
city to solve these problems. This hand to month policy has to be ^ven 
up. Dependence on the ways and means advances to tide over tem- 
poraiy requirements is far preferable to this policy of 
somehow or other. The remittance programme 
it and when adequate funds are remitted without causmg any i 
the money mmket there need >>»“'> 
eont^eting of sterling Oheesmy Bills in the linden 
It wonia also lead to a development of the Indian ^ ^ 

enable the Sovemment of Indie 

Mien Money X 

ingcaptal eipenditore reqmiemenis. It vvotH 

„iket to fonotion smoothly and 

ontreney can be created on a sonndand 

totral BmUc of lasne. AU roads tead to Borne anA 
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currency and financial refoims aie to be achieved it can never be done 
'vrithont a Central Bank of Tsaue. 
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CHAPTER XXn 


The Xzw I{Tn>£E Steblixg Stanoabo. 

1. The Suggestion of the Reserve Bank Act. 

The most seriovs economic problem- facing the coontiy is the 
Jinking of the rupee to the inconvertible aterling. As its continuation 
has been secured by the E. B. Act of 1934 attention must be paid to 
this issue. 


2. Most Controversial Topic. 

It is the most controversial topic as the entire Bidian Commercial 
Tvorld holds diametricallj opposite views to those of the Government, 
c-he British traders and the importers. 

3. Too brief a period. 

The short period for whigh we have been on the sterling s^ndard 
(Sep. 1931 to Oct. 1933} does not warrant us to draw anj definite con* 
elusion as regards the desirability of the sterling link or otherwise. 


4 . No positive results as yet. 

3so decisive answer has been afforded by history as yet. Neither 
have the heavens fallen and rendered Indians more destitute than before 
nor have any substantial advantages accrued to Indian exporters, 
industrialists and the Indian Gk)vernment. 

5- Proviso as regards future monetary policy. 

The future monetary policy of the nation would however be decided 
afresh when the world adopts definitely a certain monetary standard 
which might or might not be based on gold. 



the new rupee sterling standard 


6 . Ifiterregmm. 

Till the final date of adoption of a world monetary standard, Indio 
iB to continue the present link with sterling which means monetary 
autonomy iato be sacrificed during the interregnum.^ 


7 . An ambitious monetaqf standard. 

So long as it is a ‘ makeshift device ” and not an ambitious 
monetary standard aiming at the dethronement of the gold standard 
there is nothing to cavil at this measure but even this consent means 
that the realisation of 'the immediate monetary issues of the country 
has to be abandoned. The Bupee is to be dragged behind the chariot 
wheels of the Bank of England. The most urgent monetary issue 
is the raising of domestic prices and nothing solid has been done in 
this direction. 


8. Gonfiioting views. 

Most divergent views are expressed as regards the desirable mone- 
tary standard. The foreign capitalists vote solidly for the sterling 
standard. 

The scientific economists agitate for a sound and stable monetary 
standard which can be managed in the widm: interests of the 
country. 

There are some who place faith in the efficacy of the " managed 
gold standard ” and exhort the world to play the rules of the honest 
gold standard in an intelligent manner which is not in the least warped 
or swayed by economic nationalism. A few of the old-fashioned eco- 
nomists still yearn for the resurrection of a silver standard whioh in 
their opinion is beat fit for a really poor country of the stamp of India, 
China, and the country of the Ear East. Though a decisive and 
significant reply could be afforded during the deliberations of the 
Chamberlain Commission an almost half-hearted answer couched in 
most nebulous terms was the ultimate recommendation. Based on the 
above statement that India should be given that standard for which 
the people have been agitating the curtain was dropped in a deft 
manner on this somewhat acrimonious controversy. But they 
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have not lost their courage in their attempts to resurrect the shattered 
silver standard. America's Silver Purchase Act made them more 
vociferous in their clamour for the resurrection of silver standard. - 

There are some who want a managed Eupee standard based 
on some kind of Index-Numbers aud the valuation of the Eupee 
in terms of gold and foreign currencies should be at a lower level. 

Some economists ai-dently desire the adoption of symmetallism 
which practically means the mixing together physical quantities of the 
precious metals, t.e., gold and silver, which have equal value, are 
combined together. The official ratio for mixing gold and silver dbould 
hel: 85 or 1: 82 whichever happens to be nearer the average commer- 
cial ratio of gold to silver. 


9. Popular Ignorance. 

In this welter of seemingly confused notions the laymen do not 
recognise the deep significance of this monetary controversy. The 
intermingling of social issues with monetary problems has been of a 
most complex character. Consequently popular opinion stands baffled, 
dazed and almost blindfolded. It tacitly approves any opinion which 
the verdict of the Legislative Assembly might decide. It is necessary 
however to state the pros and cons of this measure. 

10. The Old and the New Paper Sterling Standard. 

The old paper sterling standard which was enforced on England 
was the result of the breakdown of the gold standard on September 
21, 1931. The new paper sterling standard was the result of the 
breakdown of the World Economic Conference, the abandonment 
of the gold standard by America and the amazingly stubborn atti- 
tude of the 'gold block ’ countries. It dates from June, 1933. The 
most outstanding difference between the two standards has to be 
grasped. While the old sterling standard was a defensive move to 
protect the national gold resei-ve, obtain temporary relief from 
external competition at the hands of the gold-standard countries and 
raise internal prices by pursuing a gentle reflationary policy, the new 
sterling standard m an aggressive measure to humiliate the old- 
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Standard countries.^ Aided by Bsc^ange Egna^sation JPund ' 
econeciourfy managed credit policy in working which the Treaaniy 
end the Bank of England co-operate with each other, the managed 
paper pound sterling currency wants to declare itself as a better substi- 
tutethan the international gold standard whose gear has become 
deranged as a result of the breakdown of international credit, trade 
and finance. 

11. Its ambtfions outlined . 


It aims at re-establishing the world's monetary leadership in the 
hands of London High Binance or City interests. It aims at xe- 
esfablfshing the practical superiority of the * managed cnrrency ’ doc- 
trine over the “ automatic ” gold standard conception.* It aims at 
solving the domestic problems of Great Britain and attempts to make 
the Empire and a large portion of the World realise the neceswty of 
stable exchange rate for securing masimiim amount of international 
rt Tcfifiq n ga of goods while comparative stability of internal price-level 
is not wholly sacrificed altogether. Finally it attempts to prove to the 
world that “ money ” needs as mudi of " planning *’ as any other 
economic field. It attempts to prove the trinmph of planned money *’ 
over the chaotic embarrassments whidi are the concomitant effects of a 
gold standard which is fast breaking down as a resnlt of the unnecessary 
load of debts created during and after the War and which have to 
be repaid in the form of an almost dwindling and evanescent stock 
of gold when compared with the colossal output of manufactured 


1 MraDtieipationsindiis respect bare been Itilly nalieed by recent eTesta. The 
Carreuoy Uaaileato of tbeBijtiA Emptn delegatee to the World Ecntmmfo Conference points 
ottt that tbe ultimate stabilieetion of ibe price lesel ie tbe obfective of the new 
standard of tbe SOtb centorr. "It fa also an inntotion to all nationa to {oin the newly 
eatabtiabed cnmntT standard in a co.operati(« elferl to atabiim their awtmugpa at a price 
level whirh testciea tbe normal activity of iodBetiy and employnient, eruorea an eeoaomso 
ntams to the prodocer of primary commoditiee and harmonises the harden of debts end 
eberges with economic capaoily.*' See Sir Cberies Morgan- Webb’s * Tbe Bias and Ball of tbe 
Oold Standard,' p. 141. 

» Bight Hbn’ble Begiaald MdKeona eaye that tbe sterling’s porebaring poorer was mote 
stable ftantbatol tbe ddUar or the grid. Gold baa confannonaly Weed ife purcbaaiag 
power^andbrmgaJODgblylSjJmoregoodiandsenioeanow than in Sepfc, 1881 . Claifflaty 
1893— Speech before tbe Annual Shanholdeia* meeting, Midland Bank.) 
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goods rendered possible duriDg this age of Teebnocracy. If aims af 
infema.1 stabilisation of prices during these days of international price 
instability through a managed paper currency, allowing exchanges to 
be looked after by an Exchange Equalisation Fund, In ^ite of 
these promised advantages arising cut of the new sterling standard 
there are many who insist on a return to gold and gold- based cr 
backed oorrency for it alone can possess a reasonable value of its ou>n. 
This instinctive liking and veneration for gold does not give it its 
real value but it teaches us that the principle of limitation after all 
gives value to currency. 

12. T/te tofdeniiig of the ** Sterling area.** 

Failing to remove the great obstacles in the path of successfol 
adoption of the gold standard the new sterling standard is hemg 
enforced on all countries- Canada joined the ** sterling bloc.'' Soidih 
Africa did the same and when the major gold-producing countries of the 
Empire gave up monetary use of gold the possible early xesnirection of 
intematicnal gold standard is impossible to be achieved. But the 
* sterling area ’ or * planned money ' might not again mean any salva- 
tion either for England or the Empire or the world. 


18. The effects on England. 

Taking Great Britain into consideration it means that all the 
expected advantages of abandoning the gold standard have not been 
realised. The maintenance of a managed paper currency, the avoidance 
of deflation, and the pursuit of gentle reflation were expected to tide 
over the general financial crisis and to raise the prices of primary 
products. A political tsrisis supervened and made matters worse. 
Apart from temporary raising of prices the wider industrial situation 
anaen»rttraaeo< Siad Britmn toe not secmea pemumoa nVef.’ 
Her etang trade onions and her onemsloyment insurance here 


> Tto rt.Bnie.1 oI n» B»k 01 B.,wa to ^ 

Beview of tto Tcato of Tna« enaowes tto same opinioa. 
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' conferred a rigid eoonomio strnctnre which has refused to adapt itself to 
changing economic conditions brought about by depression and falling 
prices. 

The Empire has solidly voted for an international monetary 
standard and never even made mention of sterling area ” at the 
recent Ottawa Economic Conference. Apart from protecting the 
interests of the gold industry these countries wish to maximise their 
tradb conditions and mutual services to each other. 

Even granted that the new sterling standard or “ sterling area ” 
is accepted the world itself would not be happier under the new regime 
for the p piTftnnial quest for securing sound and stable money will not 
be solved thereby. 


14. What about India t 

Should India accept the new sterling standard ? From the practi- 
cal standpoint there is no other go except the one of accepting this 
standard. India has not evolved ~the frame work of an independent 
monetary system— for example as Sweden has done. Without popular 
mstinctive liking for the system the new monetary standard cannot be 
foisted upon them. The linking of the Eupee with paper sterling 
commenced on September 21, 1931. On 24th September, 1931, the 
Government of India undertook to support the sterling value at Is. 6d. 
by means of the sale of Beserve Councils. Nothing abnormal 
happened except the increased export of gold consequent to the 
depreciation of the Rupee and the sterling. This export of gold is 
often mentioned as having been a god-sent feature strengthening 
Government’s credit, India’s exchange rates and indirectly helping 
London to repay her American and French debts. 


16. India's experience of the paper sterling standard. 

The issue is not so narrowly confined as the Government 
apologists think it to be. .Writing on Octobei- 6, 19314 i had the 

criri. -.-October. 1881, Caicntt. 
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opportunity to comment on the j^BBible pros and cons -which would 
arise out of the linldng of the Hupee -with the paper pound sterling. 
In a paper read before the Bengal Economic Society I pointed out 
the following ad-rantages arising out of the linking of the Rupee with 
inconvertible sterling at Is. 6d. ratio. 

(1) ** There would be an exchange bounty on Indian exports 
to other gold-standard countries. As India’s trade is more -with gold 
standard countries than England there is a temporary stimulus at 
least as a result of exchange bounty on Indian exports to these 
countries.” A glance at the recent trade figures would prove that a 
certain.improvement has resulted but this has been due to other causes 
than the sterling nexus. The gradual lifting of the depression is 
responsible for it. 

(2) ** The Government of India -will not lose anything in the pay- 
ment of sterling obligations. If a fall in the rupee sterling exchange 
were to take place it would increase the amount of rnpees to be laid 
aside to pay the sterling obligations. Without a stable sterling rupee 
exchange the Indian Budget would become * a gamble in exchange.’ ” 
This benefit has accrued but the possible gains arising out of this 
remittance factor have not been placed by the finance member before 
the country. 

(3) “ Without linking to sterling the gold value of the rupee 
would fall to a very great extent.” If the Indian monetary system 
had been folly prepared for this contingency there would have been 
cQTne gain arising out of it. Our unpreparedness has forced us to 
TnflVp. the Rupee lean on another country’s currency. It -will continue 
to be so so long as the credit and currency system stands un- 
developed. 

(4) “ The Indian market is secured to British exports as against 
the competition of manufactures of the gold-standard countries. This 
tantamounts to giving Imperial Preference by back-door methods.” A 
glance at the Trade Reports would show that in certain fines the 
poationxjf Great Britain has improved. Recently Imperial Preference 
has been granted and the resulting improvement might be due to the 
second factor. 

(5) “ An element of uncertainty in the trading relations with 
- England which amounts to 25 per cent, of our total trade would be 
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removed.” The remitters also stand to gain by stable rupee exchange 
at la. 6d. Apart from the fact that it is sectional advantage it must 
be understood that these advantages have been reaped by maintaining 
the status quo, i.e., continuation of the stable-Eupee exchange ratio. 

(6) “ The Rupee will depreciate and the internal value of the 
Bupee falls, i.e , prices of commodities wil Ibe rising.” This tem- 
poraiy advantage has not come up to the expected level and the price 
of agricultural raw materials are still on the descending scale. Not- 
withstanding the dight improvement there has been no significant 
advance in internal prices so as to make the producer’s position 
tolerably happy. 

(7) ” The frantic efforts on the part of the Government 
to support Is. 6d. gold value for the Rupee would cease.” This 
has ensued out of the maintenance of status quo. The 
export of gold has strengthened India’s exchange ratio and if this 
ratio were to be maintained the gaps in exports ought to be filled up 
by gold export. Without this factor the exchange situation would 
indeed have been gloomy. 

While pointing out the disadrentages of the sterling (inconvertible) 
link I necessarily drew attention to the following features : 

1. ” Indian import trade with gold-standard countries becomes 
impeded. As goods pay for goods the Indian exports will become 
ultimately restricted.” Since these lines were written trade with 
depreciating exchange countries alone like Japan has increased enor- 
mously much to the detriment of competing Indian manufactured 
goods. The position of the Bombay cotton industry is a sad illustration 
of this tendency. 


3. " The changing of the currency standard is a violent breach of 
national faith. The gold standard countries ace justified in considering 
this step as a betrayal of national trust.” The fiction of maintaining 
India on one shape or variant of the gold standard has always been 
the well-known currency tactics pursued by the authorities of White- 
hall. Strangely enough this fiction is still being maintained by the 
Reserve Bank Bill which values the Rupee at 8-47612 grams of gold 
This intellectual dishonesty has to bo frankly condemned. 


a. “This gives an excellent <q>portunity to secure long-term 
credit in gold countries and pay off sterling obligations out of the funds 
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for sterling has become depreciatea in terms of gold. J!rom $4*88 cente 
the pound sterling sometimes fell to a low extent of $3-20. There 
would indeed have been 33^% decline of sterling indebtedness of 
ours arising out of the abo ve step.” But no positive administralave 
action was taken. 

4. ” There would be flight of capital for there is lack of confi- 
dence in the Eupee and the Indian monetary system.” This was 
indeed averted by the promise of Whitehall authorities to maintain 
the stable exchange ratio of the Eupee at 3s. 6d. sterling. The h'miting 
of exchange requirements in the beginning to Es. 25,000 alone had 
the necessary result in eliminating speculation. It is indeed tme that 
these restrictions have been eliminated. The flight from the Eupee 
would have been indeed noticeable if the credit of the Government 
had been lowered. But as there was improvement in this direction no 
great outflow of capital has indeed taken place Bnt as no banldno 
authority ever undertakes to enlighten us on this vexed topic nothing 
dogmatic can be asserted in this direction., 

5. ”It is a sad mistake to maintain the standard of value with 
the inmdental and varying oiroumstances of exchange.” A change in 
the currency standard was ushered in although the fiction of Is. fid. 
exchange ratio was maintained. Is. fid. (paper) sterling is quite 
different from Is. fid. (gold) sterling. As England herself is contem- 
plating a return to gold perhaps at a devalnated rate the aim of the 
Indian currency authority ought to be (he same. 

6. Unless an embargo on gold is placed India would he drained 
of all its gold stocks." A Brahmin is indeed gifted with the capacily 
of prophesying events. The veritable outrusb of private gold stooks 
to secure higher prices has produced a serious situation. The loss of 
this stock of gold would be felt at the time when the return to gold 
standard becomes an accomplished fact. The private gold hoards 
which would have acted as a secondary line of defence have almost 
disappeared leading to a weakening of the situation. 

7. " It places India at the mercy of currency and credit changes 
in England. This monetary subordination to the foreign centre tuma 
out to be misplaced reliance in the long run as soon as sterling 
depreciates further and further,” This contingency has not indeed 
arisen but the apparent disadvantage of depending on another country 
for regulating our currency is the height of currency folly. 



64^ 


rppTii RUPEE BTBBIilNG BTAKDARD 

16. The contention of the Government apologists. 

Such muBt be the balance-sheet the details of which ought to be 
filled up before anything in favour of the sterling standard can be 
suggested. It is a mistaken assnmptioo on the part of the Govern- 
ment apologists to attribute recent improvements to the linking of the 
Bupee with sterling. As a matter of fact it was the supplementary 
budget of November 1932 which has strengthened the credit position 
of the Government of India. Sterling loans con indeed be floated 
easily while the sterling link is not snapped. Better terms can also 
be secured if the other Governments have not a relatively strong 
position when compared with that of the Government of India. 

But so long as the domestic capital market is not tapped properly 
for genuine capital requirements of the Government, access to foreign 
or esternal market is a culpable crime. Great Britain's advantage 
over gold countries in trade relations with India is one feature 
responsible for slight improvement in mutual trading relations. Apart 
from traders who say that trade with gold-standard coantries is being 
handicapped there are economists who deplore the inability of the 
Government of India to control the currency system. They openly 
assert that the present system does not command the confidence pf 
the public. They would tend to consider the measure as a makeshift 
device and does not solve the real currency problem facing the 
country. Except the maintenance of stable exchange at a high ratio 
for the Hupee by some method or other there has been no other 
objective in the minds of the reqiective Finance Members. No finance 
Member has thus so far given us an intelligent outline of the volume 
of savings arising from remittances and increased import trade. The 
producing community has suffered severe loss as a result of currency 
changes. No amount of tariff protection designed to help the Indian 
agriculturists and industrialists will enable them to face with equanimity 
the losses arising out of the currency policy of the country. Ciontrol 
over the whole field of currency and exchange is denied by virtue of the 
inauguration of this policy. 


17. A Ciirrenoy Gomwission. 

nnlo* t OnnwMjr Oommiarioii wherein India ia represented 
maneges fte eterling emrency there will be no confidenoe in fire 
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stabUity of the monetary standard. The more there is of the element of 
management the less will it be popular, for the laymen do not consider 
any currency which does not boast of a gold link as a sound and honest 
currency standard. It is on the rook of the innate distrust of the 
people that the ship of the new sterling standard might founder. 
There is no principle of automatic mechanism in the new sterling 
standard. The volume of money ci-eated under the new sterling 
standard depends on the management of the Central Bank Governors. 
They might not be absolutely independent of political influence. 

18. Not yet International Currency. 

The inability of the new sterling standard to secure sound and 
stable exchange i-ates with gold countries would lessen its utility. So 
long as the currency world stands divided into two halves it is impossible 
to achieve success. A currency standard shonld be international 
in scope, extent and usefnlness. 

19. The other alternative standards. 

’ The other alternative standards, viz., the adoption of the Silver 
Standard by the Eastern Countries is impossible to be achieved (vide 
my articles on Bemonetisation of Silver— the Stabilisation of Silver, in 
the Indian Journal of Economics) Bimetallism is a mistaken recipe of 
19th century economic thought. Having lost faith in metallic 
currencies which would impose difdculties on all countries in these days 
of technological advance, rationalisation and improvement in business 
organisation, a currency standard which allows the expansion of money 
oo-equally with productive ability but renders speculation impossible at 
the same time and would also defeat the hoarding propensity of the 
people is needed. Until such a type of currency standard is developed 
by human ingenuity it is impossible to stick to the new sterling 
currency standard as a permanent currency mechanism. 

20. The Gold Bullion Standard. 

Some variant of gold standard other than the specie standard type 
is needed. Economy of gold holdings being a primordial consideration 
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either the goW ballion Bteuaara or the e — » _ 

or » variable gold etandsca have to be resorrected. The managed 
boUion standard being infinity anperior to the gold eschange standa^ 
has to be revived. Dr. Mlynatald in hia paper before the Gold 
Delegation Committee has wisely pointed out the defects of the 
intemotionel gold exchange standMd. It is a matter of coneolatwa to 
note that Sic Basil Blaofcett. who so eloqnently pleads for the Gold 
exchange standard before the Hilton-Young Commission, has himself 
come round to advocate a managed paper currency or “ planned 
money ” to cope with present-day breakdown of the gold standard. 


^1. The future gold output. 

Now that the statistical position of gold output is much improved 
in 1936 and as new forms of business organisation can aid the 
successful functioning of the gold standard the internationalising of the 
gold standard at a new level (probably a devaluated one) of gold values 
foe respective cortencies can be pitched upon and made to work 
sncoessfnlty. A much lower value for gold than at present would 
enable it to perform the work of the international currency standard. 
A scrapping of the bonds of indebtedness payable is gold alone would 
give it a fair chance to do efficient ennrenoy work. After all when one 
remembers that there is no better cnrrency standard which human 
intelligence has evolved the somewhat reluctant acceptance of the 
best of the existing standards, wss., the totecnational gold standard, 
seems to be a foregone oonolosion.!* 


32. TJie future menetanj goal. 

India would gain most by an orderly monetary policy which aims 
at the Msurrection of the variable gold standard or the gold bullion 
standard which the 0. B. Bank should be managing snccessfully so as 
to prevent concomitant deBation attendant on the gold standard form 
of currency wgaaisation. The greatest possible economy of gold 


s AlUte adwtaftotiHcofftettoaeteiy prc^rwznm, of Pm 
> ibe aennitr oT on Mriv ti.. -.u . 


‘•8eco««yorComm<«8«,B^» J, P. Wsrburs, « TJie uly 
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hoiaing will enable the country to remain on the gold standard but 
the Central Reserve Banking policy should aim at preservation of gold 
standard and at the same time secure expansion of bank credit and 
legal tender currency to satisfy the legitimate productive requirements 
in a manner as not to destroy the stability of the value of money 


23 The new sterling as international standard 

A currency standard means a standard of value It most have 
a fixed unit of value attached to it through all time and at all places 
before it can be considered a satmfactory international standard of 
value Gold, for example, had stable value round ;03 7s 9d and 
£3 17s lOd and half Roughly for a century, 1822 1914, it was inter- 
national standard of value when it broke down as a result of war strain 
A pound sterling bad fixed value all throughout this period Through 
out this penod it was well nigh considered as a true scientific standard 
in spite of apparently slight defects 


24 The objeet of the currency standard 

Just as the yard — ^the physical standard of length— is fixed and 
unvariable so also the currency standard, whether based on metal or 
not, ought to be comparatively stable in value EKpenencing great 
convenience resulting out of fixed standard units of length, weight, 
and volume we expect similar conveniences to arise from the curreni^ 
standard as it is used in daily transactions of exchanges of goods and 
services The international stabilising of the purchasing power of the 
currency unit whether it is linked to gold or not is the main objective 
of the currency reformers As no single country can hope to secure 
this stabilisation it has to be done internationally by the adoption of a 
co mm on policy agreed to at the beginning 


25 Objectives of international currency standard 

AcoirenoystandMatohaveany valoe most be mtarnational m 
extent, scope and width A purely domestio corremy might secure 
nthet stabUisation of prioes or exchanges according to its own pnmary 
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requirementB Countanes having large foreign trade might consiaer 
stabilisation of exchanges as more important than the dlnsory and 
diffionlt one of stabilisation of domestic prices Even this pohtrf must 
be subjected to great diflfculties if international monetary or financaal 
conditions tend to alter Again there is the theoretical impossibility 
securing stable exchange between conntries without stable prices, for 
the exchange rates of countries are merely an expression of the relative 
price levels between the two conntnes Now that both America and 
England come round and have a uniform moaning attached to the 
word ‘ stabilisation ” the logical meaning of the word stabilisation 
happens to be that of stabilisation of internal prices An international 
cmrency standard most not only give mere tolerable stability of world 
prices, internal prices, comparative stabilisation of exchanges bat 
stabilisation of money incomes and economic stabilisation The mam 
problem now is whether a given weight of gold or the nnit of the 
ponnd sterling or the unit of the dollar can afford to give us the 
mnch-desirad for solntion Freedom of commerce, and free movement 
of capital have to be secured by a common curreni^ standard prevalent 
m all conatries of the world World prodnction and world standard 
of Jiving ooghl to expand progressively 


26 Presenf-doj; currency siUiatton after the W E Conference 

Since the abrupt winding up of the World Economic and 
Monetary Conference of 1933 doe to President Eoosevelfs deternuna- 
tion to pursue a new monetary policy with reference to the raising of 
the mtemal prices to the 1926 level and the stabilisation of the same 
at that paying level. Great Britain bad to delay the restoration of the 
gold standard and pursue the same monetary tactics, vtz , the raiang 
of the internal price level and the stabilisation of the sterUng prices at 
paying level Tboogh this pobay bad the primary objective of the 
Wtmg of the country oat of the morass of economic depression still 
the secnrmg of a stable cntrency standard, managed though it might 
e, seems to be apparent m the minds of the cnrrescy reformers 


27 The trianpuJof duel 


The Gold bloc headed 
standard as the international 
82 


by France wants to restora the gold 
cmrenqy standard and hopes to play the 
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rales of the game of the gold standard in right earnest in i^ite of the 
radically cihanged circumstances of the modem world. The output 
of goldf the distribution of gold and the band-to*hand circulation of 
gold have changed entirely. To hope to restore the international gold 
standard in the light of changed circumstances and without securing 
uniform currency co-operation on the part of the important countries 
of the world to fix the long-period value of gold, is only to court a 
precipitate failure. 

The sterling bloc or the Imperial bloc wants to prove the efBcacy 
of the " managed currency ” tied to an Index standard as a much 
more efficacious one than the gold standard. With the significant 
boast that the old international gold standard could really become 
international as it was in reality sterling standard, some of the British 
Economists hold the opinion that the new sterling international 
standard would make it realise the ideal of internal_price stabilisation. 

The dollar standard has once again received a new orientation by 
being devalued in terms of gold. The euphemistic phraseology that 
America has restored the gold standard and has permitted the esportatiou 
of gold is being used in economic circles. I have elsewhere pointed out 
that it is in reality a gold-fish dollar.^ Evidently both America as well 
as Erance are each expounding their own meaning of the gold standard 
while Great Britain, in spite of certain pronouncements of some banking 
authorities, has been adhering to the new sterling standard and is 
ambitious enough to imperialise it. It proposes to internationalise it in 
due course of time. Imperial it has become already by virtue of the 
findings of the Ottawa Economic Conference. Were there to be a 
solemn pact between France, Great Britain and the UrS.A. to run 
their respective standards with the main objective of stabilisation of 
internal prices the realisation of an international currency standard 
would become feasible. 


28. Gold as international standard. 

Wittingly or unwittiugly the Macmillan Committee tolled the 
dealh-knell of the international gold standard currency. Some mter- 

6 See my paper ‘Some Onrtenq? MeaBwea o£ America and their Iiessons for ns. 
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national economists like Prof Gnstav Oassel have been exhorting the 
world to play the rules of the game of_the gold standard *’ He proposes 
taking vigorous steps to zetum to the international gold standard and yet 
guard it against the dangers of economic nationahsm and policy of pro- 
tectionism which would inevitably be enforced on the gold standard 
countnes.* 

Apart from certain objections against the gold standard 
which have been repeated ad nauseam some more definite objections of 
a plausible nature would have to be considered by the economists and 
the enthusiastic supporters of some variation or other of the gold 
standard That the long-penod value of gold is less stable than that of 
^gs as Fmf Fisher points out is too true to be dieted seriously by 
anyone The futmo output of gold is likely to be insufficient to meet 
‘"“^gd.^ndforrmgbly ^2.000 md wthof gold BMt at 

sr»f » Ixang irtmofiea by the 

1^ of the debtor awotoea of j|,e world A oodeni gold ata4itd 

o' ‘bo -‘tan "ooder the hmm" M 

expe^urdeto A^^ 1 “ !»»« of credit o«™t 


«ooo»ceUyd.,K.uJ:::Sd^.l‘^C,^‘^“^«^ ^ 

secuiM no favourable atmosphere for 1 ® countries can 

gold standard Policies of eoonomi of the international 

taming a high cost of sterile ^ fntili^ of mam- 

■Hold credit- “ “T o' » ">«oa 

reahse the enormous waste mvolredTn mam/ to 

»oy other metaUio standard for that norDoT^^"® standard or 

snebsolnfely stable eMhsngB ale ''^‘"■“Possibihlyofsecnnng 
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example 34 out of 45 countries have left the gold standard since Sept. 
1931. Finally gold with its erratic value fosters (yclical tendencies of 
expansion and depression. There is no stability in the long-period 
value of gold, i.e , while mere stability of exchange rates can be secured 
there is no stability of the gold standard. Technological improvements 
mean absolute deflation and fall in prices as gold and credit cannot 
expand in a parallel direction along with the mass production of modern 
manufacturers. After all the recent world depression is a convincing 
proof of the above statement. The gold standard has meant uniformly 
and everywhere unstable prices and vast unemployment."*® It fails to 
provide the world with a stable internal measure of value Internal 
money under the gold standard regime means a complete divorce of the 
laws of supply and demand. The foreign exchange market does not 
exercise a quick corrective. The gold points fixed by the Government 
do not automatically regulate the vagaries of the exchange market. 
Sudden withdrawals of gold, flight of capital due to nervousness on tbe 
part of the capitalists and internal hoarding propensities would tend 
to defeat the working of the gold standard mechanism unless the Central 
Bank of the country has already garnered a large stock of “ free” 
gold reserves. The chief evils of tbe old gold standard can be briefly 
summed up as ‘*gold shortage, gold maldistribution, gold hoaiding, 
gold reserves, gold raids, gold flights, and gold deflation.” Gold is a 
wasteful and highly disturbing regulator of international exchanges. 
Without a world bank the abnormal costs of transmitting gold from 
country to country cannot be altogether avoided. 

Imperially inclined Great Britain has been demonstrating the 
stability of inconvertible sterling prices and is scoring a decisive victory 
over the stability of gold prices which are on the ascendancy since 
Bight Hon’ble Beginald McKenna was making his famous pronounce- 
ment in 1933 January to the shareholders of the Midland Bank. The 
uncertainty with reference to the future of the gold prices and their 

M Mr. Keynes points ont in his new boob, “ The General Theory of Emplqymeat, Into- 
lesl and Money,’ ’ that a favourable balance of payment was necessary to secore low interest 
rates. But this meant unfavourable balance for another country and the harden of nnemploy- 
manfc is thns shifted to other countries under the gold standsrd. Bence ho odvocstes indepefr 
dent monetary polides for countries aiming at an increase of internal pro^rity. This is 
the light way towards securing a satisfactory basis for international commercial intorconrse. 
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the poeBbiWyof gold beoig eetected ee the interDatioMl eojeney 
standard. 


29 What about the dollar as mtemaUonal currency standard ? 

The dollar standard in spite of maintaining the fiction of being on 
the gold basis is m reality a managed currency since 1934 Any 
further devaluation of the dollar in terms of gold might be expected if 
a successful pursmt of the “iicto deal*’ requires additional finances. 
The mete word “managed currenigr ought not to frighten the minds of 
the world “ as Prof Kemmerer rightly remarks International 

currency management is unthinkable in days of currency ignorance 
Without a formal code of action governmg the dollai cuirenQr stan- 
dard it cannot hope to become the international ctorenqy standard 
Administered as a national standard aimmg at stabilising domestic trade 
and prices it has the least favourable chances to develop mto an inter- 
national standard 

30 The prospects of sterling as international currency standard. 

Apart from tbe significant statement quoted already that the gold 
standard became the mteinational standard as it was in reality the ster- 
hng standard facts tend to favour the sterlmg standard There might 
be temporary weakening of sterling due to adverse seasonal trade factors. 
The outflow of French short-teim funds doe to fall in interest rates in 
London might tend to lower the exchange value of tbe sterling for the 
time bemg But a well-managed Bxobaage Sgualisation fund exists 
to steady the exchange value of the sterling in the exchange markets 
Sterling prices due to sound management are more stable than the 
dollar or gold prices The managing authorities of the sterling standard 
aretendmg to link it with the Pnce-Index A sterling standard 
which will make present debts bearable and fix exchange charges on 
an economic level is tbe mam objective of tbe currency refonnera As 
tbe British Currency Manifesto of 1983 points out, the objective is to 
stabihse ihe exchanges belongmg to the sterling group. There is uni- 
versal hatred in England towards ihe gold standard It is stated that 
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“ every employer and every worker in every mill, factory, mine dr 
warehouse in the country ” is opposed to the gold standard which 
has brought on in its train such humiliations which have been 
experienced during the years 1925-1931. The hoarding propensity 
has received a recrudescence all over the world. A resumption of 
the gold standard under such pqrchological influences and conditions 
would be fatal to its successful working. Ten to one the chances 
are that the world would he drifting towards the sterling group.** 
Germany is now tacitly on the sterling basis. “ Closer collaboration 
with the gold standard countries,** as advocated by the Barclay’s 
Bank, is not tolerated by the Empire countries of the sterling group. 

31. TJie new significance of the Sterling management. 

The tying of the currency unit to gold or any other unstable metal 
is impossible to be achieved. 

The linking of the currency unit to the dbosen Price Index, which 
was ridiculed by Lord Bradbury, is taking place even while he is 
alive. The Economist’s Index figure is being used as the basis for 
price stabilisation policy to be pursued by the sterling managing 
authorities. 

That a soundly managed currency can after all confer economic 
progress on the country is too patent to be disputed now. 

The present sterling standard points out the way to currency 
stability and the realisation of the international currency standard. 

It tends to bring about the much-needed economy of gold. 


32. Sterling-dollar as international currency standard. 

Prof. Gustav Cassel wrote long ago that a pound-dollar currency 
can afford to become international currency if there is a unified Anglo- 
American currency policy.*® It would be possible to establish a unified 
Anglo-American policy involving a parallel and approximately equal 


n Since lines were first written the world seems to here 'accepted the sterling 
as a workable intemslional currency standard. See Gnstav Cassel s arfade on 
g tf rUng Standard, Mysore Economic Jonrnal, Deo. 1935. 

t* See the Mysore Eooncmie Joncnal, Managed Onmney, Mardi, 1934. 
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ri* of prices in both countries and sub'sequent stabiUsation of prices 
at that level. This would naturally lead to a stabilisation of the 
rate of exchange betvireen their currencies— a stabilisation whidi in 
course of time could be fixed as de /ocfo and eventually also the de 
jure one. In this way there would be created a pound-dollar currency 
to which the rest of the world could adhere with assurance as it would 
doubtless do well-nigh universally. 

88. Why has this suggestion failed 7 

Apart from American prestige which stood in the way of its being 
linked with pound sterling her monetary monroeism as exemplified by 
its policy at the recent World Economic Conference intensifies the 
international currency difficulties. It is giving a chance to the 
managed pound sterling to become international currency. Americans 
progressive devaluation of the dollar, the formation of an exchange 
equalisation account, the pursuit of internal price stabilily programme 
and the refusal to co-operate in money matters with Great Britain are 
misunderstood by the public and the isolation policy is declared as 
the policy of currency warfare between Great Britain and the 
n. 6. A. Besides American monetary policy is a part of the N. 1. B. 
Act which might or might not meet with success. If both devaluation 
of the dollar and credit inflation brought about for financing a policy 
of extension of pnblio works fail to achieve this end it wonld cost 
America a great deal. There is the possibility of a breakdown because 
“ America has an unresponsive banking system, because A meric a n 
people are panicky in nature and prone to hoarding and because 
American people are addicted to speculation. ’■ The entice capitalistic 
machinery might" be undermined by organised labour upheaval. The 
60 per cent, devaluation of the dollar is an inflationary fori-.e of the 
first magnitude. Secondly it is contended that by 60 per cent, 
devaluation the improvement of prices can be halted at the level of 
1926 prices as soon as the internal prices rise to this height. The U.8.A. 
does not mean considering the adoption of the gold link.^® If the* gold 
standard were to be adopted it would undoubtedly be of the variable 

» This ariBes on account otftBlJtteat of Bilrer to g(dd andtbe 
flia doUax say poihaps to BO per cent, of its old yalTO. 


of 
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type recommendea by Dr J. M. Keynes. Many of the gold certificates 
have been retained bat like gold coins they are fast disappearing from 
circulation. They are bound to disappear in due course of time. 

The significant lessons are that internal monetary policy and 
stability of internal currency in terms of commodities and services are 
far more important than mere exchange stabilisation in days of 
international chaos. Purchasing power over commodities should be 
stable or constant in nature. It might be that powerful expedients 
to adequately raise and control the price-level might not be available 
in the armoury of monetary management, but all these circumstances 
point out the necessity of secnring these improvements. 

Speculation in the internal value as well as the external valne of 
the dollar has arisen to confound the situation as it were. To check 
this America has already set up an Exchange Equalisation Fund 
amounting to two billion dollars. Profits arising out of revaluing gold 
forms the nucleus of the E. E. Fund. But until a free market for 
gold exists coeqnally along with it there will be no salvation. 
Exchange stabilisation is permitted according to the discretion of the 
President. Evidently he has not been caring much for it for the 
external value of the dollar is round 60 per cent, of its old value. 

Internal speculation is possible and can be carried on in commodity 
values or valuation of the different types of securities. 

But the Federal Securities Act is tightening the scope for ^eola- 
tion in the value of securities. However, speculation in commodity 
values might upset this stabilisatiou problem of the internal purchasing 
power of the dollar over commodities. 

U. S. A. currency reform is only part of the wider problem of 
national recovery. As so m iny issues are intermingled there might 
not be exact success to the desired degree. Bight Hon’ble McKenna 
wisely foreshadows these complications in his recent speech before the 
hDdland Bank, January, 1934. President Koosevelt has to battle against 
difficulties from which the British authorities are happily spared. 
He is called upon to bring about business recovery at the same time 
as he undertakes great social reforms which elsewhere have taken 
generations to achieve and he is reqnired.to do so largely “ through 
the instrumentality of an unresponsive banking system and in face of 
the piohlems created by inveterate hfebits of speculation and occasional 
proneness to panic and hoarding.” 
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Tlie continued budgetary deficits make the problem of national 
recovery an extremely diflioalt issue National reconstruction work on 

huge and colossal boiTowjngs IS indeed opposed to orthodox principles 
of public finance** Though ceitain improvements in industsy and 
banking situation have resulted in the U S A any failure to carry out 
the scheme would make the situation a hopeless failure Inflation 
IS a VICIOUS spiral A constant pumping np of these insidious forces 
would likely prove fatal to the price mechanism of the country 

The hoarding of gold and currency and dishoaiding of the same 
would depend on the psychology of the people It would not be 
possible to influence it by means of Goveinmental legislation In 
spite of penal legislation forbidding the hoarding of gold and bank 
note currency of bigger denominations, the American people did not 
disgorge all their bonded gold and bank notes This hoarding of 
currency proved well-nigh fatal to the soundness of the banking system 
In spite of their possession of gold slock they had not faith in the 
stability of their dollar currency It is indeed true lhat other forces 
were clamouring for devaluation of the dollar’s gold value and Presi- 
dent Roosevelt, in spite of orthodox views of monetary sciencQ, was 
compelled to devalue the dollar That excessive gold stocks or 
convertibilify of currency into gold are adequate safeguards against 
the abandonment of the gold standard is a mere disillusion ' ' The 
Indian people should learn this lesson and give up their mistaken 
notions as regards the desurability of gold link to their currency The 
gold link IS valuable in so far as it automatically prevents an overissu- 
ing of convertible gold-backed notes and credit currency by reminding 
the Central Bank of his doty Beyond this mere utility there need 


« Tli 0 Recoveiy oampaigo will cost roughly Dol 10,000.000,000 whiidi have to be 
borrowed dnnng Uue year (lOSlj Pablio debt would swell to 83 btl del 

» G D KOole prophetioaDy remarks that ell that will romaiu aa the ru.ns of the 

IhdMlnalReooTOry Act will bo currency depreciation which will enable America to damn its 

ptodncte on world market tending to lower world pnoea in teima of gold still further 

^“"’^“"““^bwBadotBBpeechin London before the American Chamber 
of Commeice-qnoted in the Statesman, April 16,1034 

» Bee my article. America and the World Cnsis-IndiB and the World 

Journal 



658 


PRESEKT-DAX BAKKDfG IN INDIA 


not be any great signiOcance attached to the gold backing of the rupee 
currency. Convertibility means limitation. It is limitation that 
maintains the value of our currency. 

This attitude of listle^sness towards the importance of the exchange 
value of the dollar, so long as violent fluctuations are avoided, has 
to be understood. From the be^nning the ambition of the President 
and the governing authorities of the U, S. A. was to increase the 
e.vport trade of the country*. It is not high exchange value of the 
domestic currency unit that i«: the true criterion of economic progress. 
The ability to increase production at a surprisingly low level or cost 
of production and the finding of an internal or external market for 
these cheapened goods is the main key to the economic progress of 
the country-. Improved marketing and economic planning are the 
needed panaceas. ^lere destruction of unwanted raw cotton or excess 
wheat stock de.aotes planlessness in the field of production. Should 
not the fetish of high exchange value for the rupee be given up so 
long as the world econo nic conditions are considered to be abnormal 
or upset by special world causes ? Right Hon’ble R. iMcKenna voices 
the truth when he saj-s, ** it is true that the restoration of exchange 
stability is much to be de^^ired but if the price to be paid for this 
convenience is too high we must be content to differ from it." 

Even if the scheme succeeds the minipulatiou and artificial 
tampering with the valne of currency cannot but be looked at askance 
by the economic theorist. The end might not be secured by honour- 
able means. In so far as managed inflation is an effective counter- 
poise to the terrible deflationary effects of the economic depression there 
is indeed mneh to be said in its defence. But uncontrolled and 
meaningless inflation would mean utter financial ruin and ultimate 
financial collapse. That has been Germany’s past experience. What 
makes the sober reader pause while reading Mr. Roosevelt's plan is the 
availability of immense natural forces and raw material resources of the 
G.S.A. A little inflation might indeed help the task of economic 
recovery. A recent writer says that " inflation is goo I or bad accord- 
ing to circumstances and a liitle inflation is sometimes desirable." 
Business revival and decrease of unemployment might indeed be 
secured. As actual improvement has resulted already, as Bingham 
the American Ambassador at Iicndon points out in his recent speech^ 
before the American Chamber of Commerce, one has to bless the 
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improved situation. 


33. TJie benefits of international emrenejf standard. 

It goes without saying that *^an international currency standard is 
far more beneficial in its effects than a policy of free trade or protec- 
tion." Return to economic prosperity may be secured by a stable infesr- 
national currency standard. An international gold standard howev^ 
excellently managed it might be would fail to secure this at this 
juncture. Hence a monetary federation of all the leading countries 
has to be ushered in by a World Economic Conference. As a rise in 
wholesale prices is essential the issue of regularly renewable treasury 
bills amounting to average money value of one year’s trade between 
the two member nations has to be made. A par of exchange will be 
established and made stable for all future transactions by sale and 
purohase of these treasury bills which should be acceptable by the 
treasury of each country. 

All the countries should uniformly expand their respective curren- 
cies in equal proportion to the amount of note-issue and the sight- 
liabilities of the G. Bank put together. 

These newly expanded credits might balance debits, restore salary 
cuts, etc. Direct and indirect taxation baa to be reduced. Governmental 
and local expenditure on public works might expand. 

There should be no expenditnee of new credits for armaments. 
As expansion of new monetary units would raise prices the fixed 
salaried classes have to be protected by making circulating money legal 
tender to the extent of the pnrehasiog power of the monetary unit to 
be determined as the reciprocal value of a suitably oonstructed cost of 
living index. The control of credit and currency is to take place 
through the mechanism of the Central Bank by bank rate method and 
“open market" operations and the wholesale prices should be 
established at an established optimauz level which would •secure 
fullest employment of capital and labour. Monthly meefingsofthe 
Bank Governors at the Bank of Interactional Settlements would lead 
to discussions tending to improve the caccency system of the country. 
The free import and export of precious metals is to be tolerated. 
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National banks may buy gold and silver at* minimnwi prices. An 
Bight-hours working day in all countries has to be secured statutorily. 
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CHAPTER XXIII 


The Ohqamsation of Gapitai..* 


What 18 capital?— The Indiin Capital marfcet-Hegronping of productive factora-Somces 
of capital. B ffnn»«ny of Public and Private expenditure— Social credit— Purchaae of atarea— 
The flow of external eapital—Soma eatimatf a of external capital— Economiats objMtion to 
foreigo capitalieta— The example of other conntriea— The etample of Eastern Oonntriea- The 

exampleof the Colonies an 1 the Dominions of the British E npire—Tiie necessity of capital 

in India— Means for the development of the capital resonrees of this country. 


What is Capital ? 

Capital is the power-house that supplies the energy to the indust- 
rial machine. India really lacks both human as well as material 
capital. By human capital is meant knowledge, skill, experience, and 
genius. Conservation of human capital is no less necessary than the 
conservation of natural resources. Material capital is no less indis- 
pensable. As a matter of fact it paves the way for the realisation of 
the other. If the examples of England and the United States -of 
America are considered we find a vast increase in material wealth 
withheld from consumption mainly in order that it may be used for 
the production of further wealth. As Ramsay Muir says “ in a 
complex industrial society the nation has to set aside year by year about 
1/5 of the wealth for the purpose of keeping our industries going and 
expanding them. If it failed to do so it would be faced by min first 
as the whole world would die of starvation if all the farmers used up 
all their crops instead of keeping back a part for seed.” * In all 


1 A porlion of iihia chaptsr waa fint aubmittelaa written evidence to the External 
Capital Committee in 1925. 

n. ,* Indnstiy." p. 44. The total wealth earned in 

England mig^ waa about i2.000.000.000 and i400.000.000 were set aaide for the creation 
of the new capital and keep the machinery of prodnction going. 
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economically progressiTO countries material capital goes on increasing 
as a result of saving and investment.^ 


The Indian Capital Market. 

The economic welfare of society depends on the perfectness of its 
capital market. A well^rganised capital market would mobilise 
capital and place it in the hands of business ability for its effective 
utilisation in production. The two elements of economic production, 
namely, capital and business ability, might be diflTerentiated and the 
supply of one ensures the creation of the other. The agents of 
the capital market consider it their duty to bridge “ the economic 
distance between those who possess capital but lack in business aptitude 
and those who possess the requisite business ability but are incapa- 
citated for lack of funds.” Thus the entrepreneur can arise if there 
is a capable intermediary securing the necessary flow of capital from 
one hand to another through its own channels. The task of mobilising, 
multiplying and distributing the capital resoui-ces into the hands of 
businessmen and entrepreneurs who put it to a productive use is the 
work that is expected out of the capital market * Credit is the real 
lubricating oil in the whole financial mechanism of the country. The 
businessmen by virtue of their credit are able to construct a credit 
structure many times the amount of cash or legal tender money they 
hold in their hands. Their credit enables them to multiply the 
capital they possess together with what they obtain as deposits, fixed 
or current, into effective means of payment which would enable the 
society to perform its money’s work with the most elastic and least 
costly and highly efficient cheque currency. 

In India owing to the absence of a well-organised capital market 
business and industrial undertakings can be effectively started only 
by those who combine both capital and business ability in their hands 
— entrepreneiur-investors as they are known. Such rare coincidence 
of both the factors of economic production in the very same hands, 
is mainly responsible for the partial utilisation of the raw materials 

3 Sep L. 0. A. Enoirles. " Tbe ladostrial and Commercial Revolutiani in Great 

®”*“T’seeF!A.I»vington, » He English Capital Market,’* p. 289. See also A. T. K. 
Grant, "A Slndy of the Capital Market in Post-war Britain," 1937. 
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vihich nature has lavishly bestowed on this country. Taking the case 
of England, the banks, the issne houses, accepting houses and foreign 
exchange departments of the banks are all connected with either the 
collector of capital or the transporting of it to those who can make a 
better use of it. The existence of each of these specialising factors 
reduces the cost of the service that lies in the effective transfer of 
capital and would give perfect guidance to real investors. The present 
ignorance of the Indian investors and iheir fear to undertake risks in 
the matter of investments are the real obstacles and these can be 
removed only by the development of an organised capital market 
consisting of several agents with the ability to minimise the risks and 
uncertainty in the matter of capital investment. This would increase 
the efficiency of production and the national dividend. The Indian 
Gfovernment has to do much in'this matter of affording protection to 
the ignorant investors from the dishonest professionals by copying 
the principles embodied in the German Civil Law which prohibits 
that companies’ shares of a lower face value than 10 horn being 
floated. As Prof. Mitchell says, *' the public regulations of the pros- 
pectuses of new companies, legislation supported by efficient adminis- 
trations against fraudulent promotion, more rigid requirements on the 
part of stock-exchanges regarding the securities admitted to official 
lists " are required in this country. The U. 8. A. has been 
pnrsniug the selfsame course and the Securities Act of May 
1933, attempts to forbid the offer and sale of unsound securities to the 
public.® 


Regrotiping of Productive Factors, 

It is not only in the field of labour that ^ecialisation, division of 
labour, ability and special training are adopted and adjusted to the 
^1 needs of ibe da, but the seme ie the case erith capital and land 

Tto natural adeantages of land, i.e., lie cUmate, rite and, lay ont an 

^ ^0 a^nnt and the servieee of the pndnoing agent an ooncen. 

a oolinorf^n Coming to tbe franaport of capital 

oontmned adjortment of ita supply to demand or the Tolnme of m^ndy 
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work has to be done. The eense of combination, business organisation, 
and the ability to regroup the productive agents so as to produce highly 
specialised services are not instinctive, inborn or 'natural gifts. Any 
country oan'learn or acquhre these faculties as the ‘U.S.A. has done. 
Japan followed the model of Germany. “ Born at the same time as 
modern Germany it'has conformed itself to the German political sys- 
tem, the German conception of the great game of welt politik, the 
German method of playing their game, and German efficiency as a 
method of national expansion.** In Japan the Government is closely 
allied to the trading interests.' “ Even the introduction of new 
industries, such as spinning, ship-building, cement and glass was 
contrived by the setting up of Government factories which were 
afterwards sold to private owners. A higher council of agriculture, 
commerce and industry including businessmen is supported financially 
by tbe-Government and the Government sends out many special trade 
investigators to foreign countries.*' Thus the lack of capital and 
enterprise pn the part of the people has to be rectified to a certain 
extent ‘by supplementing their resources by Government subsidies and 
financial assistance 'to 'the •industrialists. Begular banking facilities 
have -to be- multiplied manifdld as early as possible if ‘India’s resources 
are'to’be successfully tapped. 


Sources of Capital. 

Indigenous capital has to be accumulated and invested in industrial 
concerns carried on on modern scientific lines. India cannot hope iogain by 
any sudden adventitious accession of -wealth ae in thecase of England and 
Germany. The Industrial Revolution of England has been facilitated 
to a great extent by the wealth poured into England from India during 
the years 1757 to 1857.® Germany likewise benefited to a large extent 


• Bee ‘T. P. Millard, ‘‘’Democracy and tbe Bnstem QaesMon." pp. 27-29. 

I See McGorem, ** Modern Japan" or G. 0. Allen, Modern-Jnpan and its ProWema," 
diap. " on “ Biaa of Indoaby." 

8 This has ' been eatimated at Tarioas figures ranging from £600.000,000 to 
£l,000j)00,000. See Brooks Adams. “ The Iiaw of Oivilisation and Decay," pp. 2^4. 
See also Digby, " Prospawns British India,” pp. 30-81.’ See Iiajpat Rai’s " England’s Debt 
to India." See contra J. 0. Sinha, " Economic Annals of Bengal." 
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b, to liench I»aenu% !»« in 18™. The* 

helped to Bwell the mounting tide of induptrial and commesrcial expah- 

sion and the influence of the Zolleverin fostered it to a great 

India has to save more capital’ and this can only be done by the 
upper middle class, the rich zemindars, successful professional men, 
highly paid Government servants, millotvners and merchant princes. 
The Indian wage-earner can hardly be expected to save. According to 
Ifir. G. F. Shirras the total monthly income of the Bombay wage- 
earners’ family is Bs. 63-4-6. Out of this expenditure comes up to 
Es, 47-14-5, which is made up of the following items:— 


Pood 

Fuel and Lighting 
Clothing 
House-rent 
Miscellaoieous^ 


Bs. A. P. 

... 27 2 11 

... 3 8 4 

. ... 4 9 10 

... 3 U 3 

... 8 14 1 

Total Es. ... 47 14 6 


This leaves a balance of Bs. 4-6-6 and this can by no means or 
stretch of imagination be called saving. Heavy contingencies arise 
involving additional expenditure greater than this monthly surplus 
balance. Expenditure on small charities, and on poorer relations and 
for marriages and other social ceremonies prevents them from saving. 
Wages are low and it is impossible for the labourers to accumulate 
capital. The living margin is small, the saving margin is smaller, and 
capital can never be accumulated by the low wage-earning labourers.* 
If India is ever to reach the highest possible stage of prosperity all the 


* The BBme is the cisa in the raral areas. Any namber of famil; budgets hare iiofm 
flolleoted in the different Provinces and the same tale h repeated by the enr.nnwiift tfl ivho have 
connected "these village snrveys. The recent census of India has given mon 
information nnder the above heading. 

84 
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members of the community should be in a position to save a.portion of 
their earnings and employ it for productive purposes. This depends on 
the fact that all classes have more than enough to satisfy current needs 
which would lead to automatic economy and the storing of capital to 
meet future needs or for secui-ing a higher standard of life, or con- 
sumption. The average income of the Bombay wage-earning indi- 
vidual cannot be taken as representative of things existing in the 
whole of India, much less can it be considered as representative of 
the total people of the City of Bombay. At any rate there is this 
much of troth that can safely be warranted to be true of all the lower 
classes of people or employees in this country. They lead a hand-to- 
mouth existence with neither the inducement nor the opportunity to 
spend their income in the way that is wisest and most socially 
desirable. As Dr. Marshall would say these lack the telescopic faculty, 
t.e.', the ordering of present actions in accordance with the future 
and distant ends. This is jnot possible for them as the economic 
reserve . in their hands is not much and as soon as it is exhausted 
household goods are pawned to provide the necessary means for the 
occasion. Such people can hardly be expected to , save and build up 
capital that can aid the industrialisation of the country. Enforced 
savings- on the part of the low wage-earning people would mean 
heavy net cost in the social economy.” No part of the eco- 
nomically necessary fund of annual capital ought to be drawn from 
this sort of saving for ” it is literally a coining of human life into 
instrumental capital and the degradation of thrift in its application to 
such saving is a damning commentary upon the false standards of 
social valuation which endorses and approves the sacrifice. * " 

It is the upper and richer class people that can afford to save but 
unfortunately the so-called rise in the standard of life and its approxi- 
ination to the European standard is involving the expenditure of more 
money. The finer and costlier mill-made Manchester dhoties have 
supplanted the cheaper but coarse Kbaddar clothes. Costly coats, 
shirts and banians are being used instead of the old chaddars. The 
substitution of the Scissors and Imperial Tobacco Company’s cigarettes 


JO J. A, Hobson, ** Work end Wealth, " p. 105. 
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for the home mad. tobacco ma (ng»r». glaeeware ^ 

—-lied ware Jot the old bell-melal and brass crochery, fte Bm 
glossy wear for the old ornamented shoes and foreign footwear for the 
indigenous sandals, the bottled medicines for the Ayurvedic recipes, 
strong imported liquors for the indigenous ale and crrack, soaps, 
perfumery and toilet goods for the homegrown soap nuts, attar and 
cosmetics, beet sugar for gur and jaggery, costly athletic goods as 
footballs cricket and tennis implements and billiards for the old- 
fashioned Bwadeshi games as bulGhuk, the expensive toys and amnse- 
ment items instead of cheap lacquered-ware wooden toys, the pianos, 
harmoniums and oroheitias and gramophones instead of the mndanga, 
dhol and dhah and house furniture, trappings and other outfit on 
Western hoes instead of the simple and plain home-made drawings, 
paintings and cabinet furniture 18 having a threefold effect Several 
of the goods mentioned above have no “ survival value *' and unless 
there is a rational selection and conscions control of the factors of 
consumption which possess definite survival values there would be 
scope for error and a mere anconsoions irrational and imitative selec- 
tion of goods in the standard of consumption is fraught with danger 
and disastrous oonsequences to the individual as well as the Bomal 
well being of the community As Hobson points oat such a standard 
of consumption is trespassing on the economy of welfare * ^ Secondly, 
there is a dram on the purse and thirdly indigenous handicrafts and 
cotts^e industries producing these goods are languishing for lack of 
patronage The importation of these luxuries and tawdry manu- 
factures is increasing the powerful hold of the foreign capitahst 
interests and even our pohtical interests are subordinated to the 
economic interests of the Empire The Empire cult which roles all 
parties, the conservative, liberal ** and the labour parties realises 


n ftrfp m 

T fliB labwal pnot of view about the advantages of poaBesslng 

India See Ramsay Mmr, "Pdibes and Exogiess,*' pp S6 and 27 " 

T u” that « Young India shonld atand by their Fair Hardies 

Lansbarys andSmilhaa- But there i, no use of this dependence The fiiat mSobI' 

Mimstiy has^BBDrtioned the nse of Eegnlat.nn HI of 1818 afinah to curb the ensting pobtioal 
eiwetion He now realisee however Chat Indian naiionaliem aapires to solTe them better than 
by dependence en eocialisnf and parhaoentary help 
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that India is essential to the Empire and England. ' * All these parties 
recognise the vast array of vested interests," the enormous capital 
sunk in India, the number dependent on its returns, the importance of 
Indian products to British industries, the number of British people 
employed both by the Government and the commercial firms and the 
army of English people such as merchants, shippers, distributors, 
producers and consumers whose prosperity depends on the Indian 
connection. Any snapping of the link between India and England 
would lead to a social disaster of no small magnitude and is bound to 
adversely affect the material conditions of the English people. India 
on the other hand can to a large extent decrease its dependence in trade 
matters on English industries by sacrificing the use of all articles of 
“ ilth ’’ as Buskin denounces them. " If there were no luxury there 
would be no poor " said Buskin and the luxuries far from contributing 
to raise wages actually retard their rise. 

The richer class people who import these luxuries must sacri- 
fice their luxuries and save the expenditure on trifles, futilities, 
inutilities, superfluities and fineries of foreign civilisation. They 
can economise to a large extent on their clothing bill, expensive 
boots, shoes, western glassware, dietary articles, soaps, perfumery and 
foreign toys. The imports of manufactured cotton, woollen apparel. 


U Bee A. E. Duchesoe, " Democnic; and tbe Empire," p. 48. See also A. Demaageon, 
“ America and the Race for World Dominion." India la a typical colon; for exploitation 
Immensely rich and thickly popolated she represents for her masters at once a fortnne and 
a defence. It is throngh India that the British Empire assores her destiny. India gires the 
fleet places of support on the eea-ronte. India recmita for the army legions of high ^irited 
Boldiera; native contingents fight for Great Britain in China and Sonth AGrica. Daring the 
Great War India aapplied more than a million men of whom more than 100,000 men were 
IrillffJ- India is for Great Britain an enormona market ; two-thirda of her importations come 
WngliaTi sonrcos. Sha famishes 6L% of the wheat production of the Empire, 
68% of the tea, 78% of the coffee, almost all the cotton. An immense British capital is 
invested in Indian mines, factories, plantations, railways and irrigation works. India pays 
the interest on probably 850 million pound starling, India keeps bn^ an army of British 
whose ealary she pays and whose savings go every year to Great Britain. She 
pours into British coffers the interest on her public debt, the pensions of old officials, tha 
Government exponBBa of the administration. More than 80 million pounds storling a year 
ia the estimate of the eums that India pays in the United Kingdom to her oredifbrs. her alook- 
holdere and her offioiala. And we do not know how much aha brings to the merchants who 
trade with her and the ahippers who transport her goods. Never was the term exploitation 
better arol»8*" See also A. Demangapn, ** The British Empire," pp, 238-289. 
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I„U 0 B, foreign bools and sboos, Westen glass™™, soaps, psrfnmeiT 

and foreign toys can be seen in Hie follomng table' - 



Pre war 

War 

1910-20 

1020-Sl 

192122 

Article 

Average 

Average 





Rs 

Rs 

Rs 

Rs 

Rs 

Cotton M D 

5,86,769 

5.28,812 

5.90,703 

10,21,200 

5 99.881 

Silk 

27,605 

27,700 

59.242 

55 984 

29.870 

Wool 

80,887 

18,171 

15.988 

55,309 

12,286 

Liquors 

20.247 

28,664 

38.741 

49 002 

87 661 

Glass, eto 

16,102 

12 802 

19 981 

88,762 

22,249 

Tobacco 

7,107 

18,242 

20,187 

29,591 

16 506 

lanned hides, eto 



58 73,020 1 

,28.62,110 

06,48.567 

Drugs 

10,268 

12 902 

18.250 

21,128 

15,887 


India generally exchanges its necessaries of life for such luxuries 
as these The economic meaning of swadeshi is to hit hard the 
economic imperialism of the ** videshi ' commerce and to relax its 
tightening gnp on the vital raw materials of our country The econo* 
mic happiness of our weavers and other handicraftsmen can never be 
reahsed unless the Indian people resort to the stoadeshi movement. 
Swadeshi is a positive measure contribntmg something towards the real 
revival of the home handicrafts and quasi-industnal pursuits Econo- 
mies m the matter of luxuries, superfluities and inutilities are to be 
made and the money saved has to be liberated for providing capital 
It tends to create an atmosphere favourable to industrial development. 
Some advocates have been pleading for indiscnmmate protection to 
create such an atmosphere but they forget the coat it entails on the 
part of the people * ^ 

The other deeper and wider implications of the habits of the waste- 
ful and leisured rich are beyond the scope of this thesis which is solely 


«*** detailed figntes of the other luxuries see the Renew of the Trade of India, 
ISU « Beecnt figures can be obtained by atudying the above annual publication 
Sea Jfr hlann Snbedar a ovidenoe before the Indian Fiscal Conmnssion 
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Concerned with the productive and consumptive uses of the ijoher 
classes 

They must be alive to the fact that they hold the " economic 
nutriment ” of all social progress in their hands and instead of applying 
it to sport, unorganised charity and dilettantism they must turn it into 
the fruitful channels of art and exercise of life, of thought, activity and 
of religion Wise consumption is the be all and end all of all economic 
activity Buskin insists on this fact when he says that “ there is no 
wealth but life ” This “ vital wealth ’ * has to be secured by paymg 
doe heed to consumption ^ ^ A wisely arranged consumption can do 
much to secure the organic welfare of the community 

- A simplified system of living is never inimical to the growth of 
culture or development of sit as some of the votaries oi the materialistic 
civilisation think * ° Ait is only the expression of the emotional stimng 
m the mind and wealth has nothing to do with the appearance of 
artistic expression in a society To simplify the standard of hving 
does not necessaiily mean any lowermg of the standard nor does it 
mean loss of real enjoyment A good many things of our consumption 
can be given up ** To get most out of life is to put the most into it " 
and it does not mean the surrounding of oneself with all the luxuries 
and baubles that one can afford to purchase “ Lewdly pampered 
luxury *' tends to lower national character Morahsts as well as econo 
mists point out that the chief uses of wealth and the opportunities 
afforded by a command over wealth are to make a just use of it in 
encouraging art, beauty and culture, secure human well bemg and 
moral elevation ** As Prof Urwick says, “ the standard of consump- 
tion of the nch peopie should rest on a basis of organic utility, 
expenditure being apportioned so as to provide the soundest and full 
human life Current prestige, tradition, authority, fashion and 

W SsaPiof T N Carver, “ Essays jd BobibI Justice,’ EP 278, 879-881 also Pxof 
Boss “ Booial Control, pp 107 408 

IS Sea John Baskin, *' Mnnera Pulveria ' — L 

19 See the article on " Aesthetics in Bneyolopaeflia Bntanniea, 4th Edition, Vol 1, 
p 285 

*9 Bee W T Bollas, " Ancient Hanters The bnshmen of Afnea reveal a high 

aeathetio talent in the cave paintings and literary traditions „ r w n 

M See the Bnigrdopaedia of Religion and Ethics, article on Lnmty, by Prof « K 
Scott, p 244 
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respectability are not the real things that ehonW displace the mdividial 
rational choice vx the Taotler of consamption " Money spent nn 
frivolity, self-indulgenee, and m injnrious waste must be turned into 
the frnitful channels so as to increase onr economic energy and improve 
our social henfage Money spent on the luxuries is not only un- 
productive expenditure but goes to the foreign purveyors o! these 
Ittsuries If this ware to be retained m the country and spent on 
indigenous manufaotnted products only a shifting of wealth would 
result m contributing to the accuraulation of riches by the nouocatMS 
nohcs But as these luxuries are foreign articbs the loss is perma- 
nent one and the people of the country are permanently affected * ® It 
might he argued that if India refuses to buy the other countries’ goods 
her own exports would decrease If we decrease imports, exports will 
be decreased say the authorities on rntetmehonal Trade Bat they do 
not remember one consideration Onr exports are largely made up of 
ih<m things which other countries cannot easily dispense with. This 
IS a position of great tactical strength which ought to be taken advan- 
tage of This does not mean that very heavy export duties should be 
levied nor does it mean that wa must restrict onr market by going in 
for Imperial preference in the matter of onr export trade The Umted 
States impoie a high tariff on imports and inasmuch as her exports are 
largalv made up of those things which other trading countries cannot 
easily dispense with, they are force 1 to pay this substantial tax to the 
coffers of tbe U S A ’* 

" This might not be what the USA have intended to do,” says 


* Bertrand Bussell ssys llie same ihjng of tame. " Tie darelopment of Chiaraa 
commerce by o^p^talntwmelh|>3i^n»sn^ an inoraaie for the Chinese in the prices of thugs 
they import which are also tbe Ihlofs they conenme end Ibe artiSciel stimnlatioii of note 
needs for foTei«t» goads whjeb plana Chine at the raony of those teho supply thaw goods 
destmys the ewlmg owrtentmeat and gBuerelos a famish panrait of purely material ends 
(See the Problem of Obina, p 183 } 

1 ** *“**““’ “n^eribeiiMat rigidfy proteotiomst 
toriSs the onatome levennes hare not fallen and ite trade has not been adveuely affected 
&e Prof ^aussigs ‘ Tariff History of Hie Carted States” Appendix, Teblel,p 4. Pnot 
to the war the otrtomi reeeime a-nODOtod to 300 million dollars Snorts continue L, 

Bass and Honlt>n, Amenea and the Balance sheet of Baiopa '* B® Sue 
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Prof. Pigou, “ but they are in fact doing this ” and he remarks that 
** this is not a generons proceeding.”*^ 

Adopting a scientific and more ethical living and social life as our 
forefathers have done mncli more capital cm be utilise! for industrial 
purposes. By this method alone can India hope to stop the economic 
drain resulting out of the import of foreign manufactured goods and the 
scope it affords for the co nniercial and foreign exploitation of th-i 
country. This does not mean that the consumption of goods which 
minister to the social well-being ought to be given up. English books, 
English michinary, and English Industrial skill are necessary and it is 
the unessential things alone that we must sacrifice. This drain is not 
doe to exploitation but is a result of our own weakness and if our 
people resolve to buy only the essential things the sellers of rubbish 
have to put up their own shutters and burn their wares. 

If Indian people are really anxious an I sincere in their ambitions 
for A solid economic and social develop nent nothing is so important as 
the wise control of public an! private expenditure and the proper and 
profitable utilisation of personal income. The formula of economic 
retrenchment in private expenditure must be very vigorously preached. 
The education of public opinion to regard those as infamous who make 
a misuse of wealth seems to be the only resource we have for dealing 
with the unworthy rich. At present there is not much progress in 
this direjtion. The Indian G-overnment refuse? to tax luxuries at a 
very high rate as the Japanese Government has done.*.® Hence 
the only effective campaign against these luxuries can be that of 
educating the people as to their harmful consequences. In modern 
France the anxiety to build up material capital in order to 


SJ See A. C. Pi'on, “ Esiaye in Applied Economics," p. 155. 

*s The Jjpin Vogssiae sjys "thib the lac iry LirilT bill Ins basons .i law in Tily 
1921. It imposes 103% od vilorom rate »f d ilr on all irticlei inelnled in the Incnry 
tariff. Its list extonde to over sic pages an! a few speoimens regarded as Insnries are quoted 
here. Vegetables, frnits, nnts preserved in sugar, gin 'er, tea, coffee, cocoa, oonfeotionary 
jams, bieoaits, syrups, cheese, soU-waters b^v'raios. liqnrs, skins, tooth powders, arti- 
fioisl spices, esseuMS, firewirks, wool fabrics, si’k fabrics, velvets, watorproof fsb'ias, 
handketchiefe, travelling rn's, neckties, shawls, gloves, stookiegs garters, pictnres, post- 
cards, locks, keys, ontlery. watches, photographic materials, gramip'ionei. fira-armi. 
umbrella, slioka, vilkini atiaks, billiard, oriokst and c'lass ragaisites, tennis, baisbaU, 
football toys are nil charged 100% dnty« 
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nations are never impoverished by private though they sometimes am 
by public prodigality and misconduct. Had he lived in these days he 
would surely have revised this remark. Dr. Edwin Oannan was correct 
when he defined * ‘economy " as “ the best utilisation of the available 
means.” Our richer classes, flourishing tradesmen and high-waged 
employees must pursue this ideal of econoniy. This is not parsimony 
nor is it opposed to all ideas of progressive expansion and useful 
development. Our lack of industrial capital forces on us this question 
of economy and thrift into the foreground of national duties. Besides 
this reason there is another one why they must give up their love of 
luxury. ” Luxury’s contagion, weak and vile ” tends to spread down- 
wards from one stratum of society to another with the possible result 
of a decay of individual and national wealth. It is in the general 
interest inclusive of their own that these people have to modify their 
consumption in the particular manner related above. The well-to-do 
classes can maintain their standard of living but the middle classes 
would be weakened by their craving for the new wants and desires 
created by the Western civilisation. To satisfy their cravings by their 
stationary income living on bad quality of food and sometimes over- 
crowding are resorted to. This process of “refined starvation ” to which 
the middle class subjects itself and which unfortunately drags itself 
over a period of years has not been recognised by our economists as 
yet. Attention has thus far been drawn to the state of the working 
class people alone. The middle class family has to be raised “ to a 
lofty plane of existence pregnant with fruitfulness, learning, achieve- 
ment, contentment and good-will.” If a weakening of the middle 
classes were to be allowed unchecked the disparity between labour and 
capital in our country will be accentuated and our society, which has 
thus far been free from the taints of socialistic philosophy or commu- 
nistic doctrines, would soon become poisoned by the presence of those 
classes which oppose capitalistic society.® ‘ There would be an agitation 
to greater equalisation of the economic conditions of life to be secured 
partly through extended social legislation which will indirectly affect the 


31 Dr. Hadley echoes a similar sentiment when ho says, “ the BirstBrench Hevolntion 
was probably qnile as much due to the ostentation of the rich as to the piessnre of the 
Gownunent." Economic Problema of Democracy,?. 1®, 



675 


tHIS OKGANISATION Or CAPITAL 

well to So classes as they m\\ have to pay for it m the long ran 
Thus the unwise consumption of the nch would not only have a direct 
bcaiing on the national strength and prosperity but is bound to lead 
to unpleasant consequences in the long run 

It IS not the waste of money alone that has to be seriously 
regretted The waste of time that the richer classes can afford to suffer 
IS equally bad As the Bishop of Birmingham puts it this is noth- 
ing but immoral rest ” if the rich people fail to utilise their wealth 
and employ their time in the improvement of the organic life of society, 
eiadicatiug civic diseases such as bad bousing, lowering, environments, 
badly founded education and other evils of the society The Chinese 
philosopher Confucius says, " the rich people should not perfect them- 
selves but strive to peifect others also and this is the fundamental base 
of all progress and of all moral development *’ The happiness of the civic 
life of the community must be striven for by every citizen and the 
rich people must not only lead model and Ixue lives but seek to ennoble 
others and level up the rest of the people to then: own life of content- 
ment and happiness This is the work-bench philosophy of life " 
as opposed to the '* pig trough philosophy of life ” which advises 
the human soul thus ** thou bast much goods laid up for many years, 
take thine ease, eat, drmk and be merry ” 


The Development of Social Credit to increase mobility of capital 

Another great desideratum at the present time is the develop- 
ment of social credit as Dr Marshall would put it Its presence is 
absolutely necessary before our society can hope to accumulate large 
capital “Social credit arises on account of confidence which permeates 
all life, like the air we breathe, and its services are apt to be 
fo»- granted and ignored like those of fresh air until attention is forcibly 
attracted by their failure It exists as trust in the character of society, 
in the stability of public order, in freedom from disturbance at home 
and from foreign attack in the gradual and harmonious development of 
economic conditions, in the probity of reasonableness of people generally 
and specially businessmen and legislators, in the socie^ and good 


® Sea T M Carver," Essajs la Social Justice,’ p 3i8 
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working of that currency which acts as the medium of exchange and a 
standard of measure for gauging economic obligations and transactions 
of all kinds.” The development of social credit is indispenaable 
before any unlocking of Indian capital for industrial purposes can be 
expected. It is slowly developing and the time would come when 
the Indian people can get together and pull together. It alone can 
make possible a realignment of industrial conceptions on the part 
of the people who being placed in the circle of modern nations have 
caught their infection of search for wealth, their keenness for 
invention and desire for progress, change and innovation. Mercantile 
and manufacturing business is largely in the hands of foreign capitalists 
and the accumulation of indigenous capital is difficult. It can only 
arise out of the surplus of the rich landlords, the high-waged 
employees of the Government and (he few people who are engaged 
in trade and manufactures. The following table shows the annual 
averages of capital issues in the different countries.®* 


Year. 

Great Britain. 
(Ma. £) 

India 
(Mb. Bb.) 

The n. S. A. 
(Mb. Ddlara). 

Switzerland 
(Mb. Fiancs;. 

1018 

44 

660 

187 

528 

1023 

... 67 

246 

4,015 

748 

1024 

... 80 

229 

. 4,587 

609 

1025 

... 182 

842 

5,125 

675 

1026 

... 140 

197 

5,188 

709 

1027 

... 176 

207 

6,203 

8GS 

1028 

... 210 

282 

6,724 

688 


Foreigners observe that the Indian people have hoarded wealth 
which is seldom brought forth into circulation. The reasons for this 
habit have to be understood before it can be pointed out that they 
should release a large part of it for capital purposes. It has already 


33 See Dr. A. Manball. " Indoatiy and Trade," p. 165. 

34 See the Statiatical, *' International Tear Book," 1928, p. 207. 
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bcnpofflleamtthrt pditooi mwevinty. ,nf«vra»bfo enviroiiBMt, 

the joml-tMmly .jirtem, «« .(>r»Me depentoce of women on the 
male memhere o! the femUy. the neeeeeity to epend on eooel end 
religious functions, the huge iavoutabte trade balance in favour of 
India ard the distrust of the people in the token currency, have all 
tended to make the people hoard their capital m the shape of omaments 
The absence of a widespread banking system oonducfeng business on 
conservative line makes the people depend npon gold and silver 
as the best means of obtainmg money at short notice The inadequate 
distnbntion of the banks and the small scale on which they conduct 


their business precludes them from extendmg tbmr branches into the 
interior and familiarise the people with these new institutions 
Though this would first of all tend towards an increase of currency 
still the banks would be in a position to loan out more funds to 
mduetnes than before Thus the development of sound banks in the 
interior to mobilise aa tnnch capital as possible is an important 
desideratum at the present tune 


The Purchase of SUyres 

The purchase of stores by the Government of India in this country 
alone of all its requisiles, so far as the quality of goods come up to 
their requirements, would be another way by means of which a large 
amount of capital would be available for industrial purposes The 
Government spends its sterling resources for the securing of these 
stores in Bnglsnd and if indigenous goods of equal standard with 
the foreign manufactured goods are to be had the Government diould 
he me position to make the purobases here alone The following 
table shows the imports of Government stares 


Jm lM III Tumii. inpirtiDt iiw»t„„ n, awmamnitrofai. 

Central QowmnieolMdwma of fte PanaciaJ GowtomantB sterea thmnirfc ti,j 

" »« If Wi.mfciii.tato, 
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CCn thonsands of Sterling). 



1909-10—1918.14. 

1914-15—1918-19. 1919-20. 

Metals 

414 

946 

1,667 

Bailway Plant 

1,864 

888 

4,462 

Wool manufactures 


751 

690 

Arms, etc. ... 

162 

704 

1,044 

Apparel 

... 

476 

422 

Hardware ... 

197 

430 

870 

Cotton manufactures ... 


842 

29i 

Flax 


291 

297 

Instruments, etc. 

121 

252 

419 

Parts of ships 

... 

185 

20 

Machinery 

187 

182 

447 

Chemicals 

... 

149 

111 

Stationery 

64 

148 

271 

Telegraph material 

78 

120 

679 

Drugs, etc. 


101 

201 

Coals, etc. 

101 

27 

1 

Other articles 

672 

1,698 

1,938 

Total 

... 8,880 

7,684 

13,781 


The accumulation of capital. 

The capital resources of the Indian people have been increasing 
loth in utility and volume and the following table shows the number 



679 


THE OBGAKISATION OF CAHTAL 

Of companies at work The capacity of the Indian capital market 
18 slowly expanding The extent of the resources available in the 
Indian capital market is estimated at or near 200 crores If the 
hoarded monetary property wrae to be liquefied and invested m 
Government property, industrial debentures and land mortgage 
debentures, the economic progress of the country would be accelerated 
The advent of foreign capital would cheapen the financial resources 
in the capital market 

But it cannot be accurately ascertamed how much of this capital 
is Indian owned As a broad generalisation it can safely be stated 
that it would amount to 1/3 of the total amount It is not in the 
form of the paid up capital of the ]oittt-stock companies alone that 
foreign capital enters India 


The different forms in which external capital enters India 

Human as well as material capital enters India One thing 
which escapes the calculation entered into under Indian imports is 
the fact “that young men are imported and their ability and energy are 
an advantage to India England bears all the costs of their nurture 
and education , while India however reaps the benefit out of this 
expenditure India counts all material goods under her exports to 


No ofCompanieB Pud np Capital Tnrrean or decreaaa 


1900-01 
190109 
1902-03 
1903 01 
190105 
1909 10 
1916 16 
1920-21 


ot\rork 

1,866 

869 

in paid np capital 

1105 

835 

88 

1,440 

880 

1*7 

MSS 

887 

17 

1.650 

403 

40 

2 216 

614 

78 

2.476 

850 

62 

4,708 

1.614 

836 

5189 

9,805 

40*2 
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England. Although this seems to be an ingenious defence of the 
economic drain theory one thing has to be remembeied. If these 
skilled imported men make India their land of permanent abode 
instead of treating it as a “ land of regrets ’’ and teach the Indians 
to acquire their skill and industrial efficiency, the prosperity of the 
country would further increase. In the case of the D. S. A. it was 
the skill of the immigrants in farming, forestry, and mining that 
contributed a good deal towards the industrial development of the 
country. Material capital enters India generally in the following 
ways: (a) Subscriptions to Government loans and the loans of 
quasi-public bodies such as Municipalities, Port Trusts, Improvement 
Trusts. (6) As capital of the joint-stock companies with sterling 
capital Or as debentures of the rupee joint-stock companies when 
raised in the foreign country, (e) As the capital of the private 
businessmen, (d) As banking capital imported by banks during the 
busy season. 


Estimate of External Capital. 

It is not British capital alone that is invested in India. The 
Japanese, the French, and the American capitalists have also invested 
to a certain extent in tjiis country. Various estimates have however 
been made now and then to ascertain the amount of British capital 
invested in India. Before noting the different estimates it is advisable 
to understand the means by which British capital has been able to 
obtain a dominating hold over the industrial situation. Mr. C. K. 
Hobson points out that some amount of capital was exported to India 
before the 17th and 18th centuries. European relations with India 
at this time present a flagrant example of tbe exploitative tendency of 
capital in the worst possible manner. Ban Thome is a blot on Euro- 
pean civilisation. “ By the middle of XIXth Century England began 
to supply the greater part of the locomotives, steel, iron, timber, etc., 
for railways in India. At present it owns tbe bulk of the Indian 
Railway Companies’ ‘foreign issues.’ A large part of the Indian 
Government stores imported by the sea is chiefly supplied by the 
British industrialists even now. Towards the close of the XIXth 
Century British capital was driven by the American capital from the 
New World and was squeezed by the European financial mechanisms. 
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hanPi. it began to push its way to India, to Australia, to Africa, to 
South Africa and other undeveloped parts of the Empire At present 
hundreds of millions of pounds (1,600 millions according to Hobson) of 
the British investors money has been poured into tbi^ country in order 
to provide it vnth railways, irrigation works, to build barracks and 
forts, to set up gun factones, cotton mills, jute mills, mining and 
trading enterprises and different industries With the evceplion of 
cotton mills of Western India the keys of all the vital businesses of the 
country are m their hands The banking tjstem as a whole is prac- 
tically their creation The indigo business is gone The business of 
the breweries is languishing The coffee planting of South India 
mgbt receive a set back but they are moie than compensated by in 
creased scope in coal and tea business Owing to enormous growth 
in population the movement of eKports and imports with their numerous 
ramificatious has given scope for the development of the retail trade 
which IS again in the hands oi the British capitalists It is not un 
commou to find a a importer of Calcutta leady to deal with claret, 
whisky electno light establishment, printing business, etc These 
Eotopean tradesmeu, or non oflSicial Europeans as they are known 
generally, form a potent and transforming eneigj working for luatenal 
progress and enterprise but the letention of industrial and commercial 
profits m this country would augment the capital available for further 
industnahsation 


Varying Estimates of Foreign Capital 


It IS impossible to ascertain with any degieeof accuracy the 
amount of foreign capital employed in India The first comprehensiie 


w Mr G P ShinaaeBtimatea that Ibe profit, of the Bengal ]ute mills dnring 4} years 
a^ntedtoBs. MOOD ODD Asregords theioietegt thsl India paya it has been eaUmaied 
that about 6D emres of rnpees would be the annual payment According to Prof K T Shah 

aiflrrotea of rupees goeaont os payments to the serwees rendered to India See Prof Shah 

and aamhatta, ‘ Wealth and Taxable Capacity p 834 Such estimates as these can only 

88 



68 :^ 


attempt to calculate the amount of foreign capital was made by Sir G. 
Paish in 1911. The following table shows the different estimates 


Author. 

Tear of 
Estimation. 

Where 

estimated. 

Amount. 

£ 

Sir G. Paish 

1911 

Paper before the R. Si^ 

865,100,000 



Society. 


The Economist 

1911 

“Our Investments 

470.000.000 



Abroad." 




Economist (20th Feb.) 


H. E. Howard 

1911 

India aad the Gold 

450,000,000 



Standard. 


One witness 

1918 

— 

40il, 000,000 

before the 

Chamberlain 

Commission 

Sir 6. Paish 

1916 

The New Yellow 

390,000,000 



Peril by B. Hukherji. 

Sir D. Sassoon 

— 

— 

420,0r-0.000 

Sir A, BIrkmyre 

1917 

— 

500,000,000 

Sir L. Abrahams 

1919 

Evidence before the 

450,000.000 



Currency Committee, 



1919. 


The Financial Times 

1930 

Sayer’s article 

600,000,000 

G. D. Birla 

1932 

The Economic 

1,000.000,000 



Journal. 


G. F. Shirras 

1982 

The Economio 

481,000,000 to 



Journal 

500,000,000 

A more recent estimate 

1933 


575,000,000 

My estimate 

19J3 

India Analysed, Vol. Ill 012,000,000 


The task of ascertaining this amount is beset with difficulties, inasmuch 
as the calculations are more or fesj in the nature of a guess-work. As 
these estimates are a matter of conjecture it is not wise to give currency 
to the details of their calculations. 

Whatever might be the exact figure of the foreign investments in 
India nobody denies that with the exception of the cotton business of 
Bombay the keys of all the vital businesses of the country are in their 
hands. In addition to capitalistic agricukuie, i.c., jute and tea, 



the orgatsisatioh oe oaphaii 6®® 

cMiliniini>g.{foaniiiiBg. the piomoto ^ f«to 

Xr,e.eLL l.gU eosplr the tahtahg be^e* «e 

solely in tbeir hands 


Why Emiomxsts object to Forctgn Gapttal 

Woodrow Wilson says a countiy is o^raed and dominated by 
the capital that is invested in it In proportion as foreign Capital 
comes m among you it takes its hold and therefore the processes of 
capital are m actual sense the processes of conqnest The lafe Mr 
Ranade pointed out this fact long ago and remarlued as follows the 
political domination of one country by another attracts far more atten 
tion than the inoie formidable though more unfelt dominationi which 
the capital, enterprise and skill of one conntrj exercise over the trade 

manufactures of another This latter domination has an insidions 
influence which paralysea the spnngs of all the various activities which 
together make up the life of a nation Prof Scott says that * the 
compulaory economic dependence of foreign capital and economic sub 
serviency is a more subtle evil than political subserviency *** 

At least the key and vital mdastries of military importance should 
be kept from outside control Ckmsiderstioins of national integrity 
require that Indian trade, commerce and finance must be under therr 
control It IS a sad and poor compliment to the nrh Indian landlords, 
Marwans bankers and indigenous capitalists to allow the foreigners 
to work oat oar industrial resources Inefficiency and supmeneas have 
given scope to foreign capitalists to worm themselves quite into our 
economic vitals to the extent of menacing the political future of “am 
people ** Economic preponderance and financial conqnest assured for 
a number of generations, have inevitably given them the political 
domination They have created vested interests for themselveB In 
their anxiety to save these mterests th^ stand opposed to all political 


* See Woodrow Wilton Intemabona] Zdeals I p 78 
» See alto Dr C E Hobaon Export ol Oapibal Cha XIV end X VX 
ce BI a Banade EsaaTa m Indwn Bconomica Seecmd Bda p 106 

^b W a Bconomc Pxt^lems of the Peace after fte War p 27 

Under this heading ahohldba mclndod Xudoainal entemriaea hba « i j 

^ i». c-I 



684 


PRESENT-DAY BANKING IN INDIA 


parties on the mistaken notion that a national policy might sweep awaj 
their interests 


Why foreign capilal is objected to by Indian people ? 

The present attitude of the Indian people towards foreign capital 
can be described in the language of Dr. Grunjel. “ It is only in the 
early stages of capitalistic production that foreign investors’ capita] 
will be viewed by a country as desirable. As soon as the spirit of 
enterprise becomes active in the country itself attempts will not be 
wanting to replace such capital by foieign loan capital which leaves 
in the possession of the debtor country the excess of its earnings 
above interest, thus operating to enrich the latter more rapidly and 
at the same time eliminating the unavoidable personal influence of the 
foreijn capitalist on the domestic economic policy. The most insistent 
opposition to the foreign enterpriser will be found in the case of 
those enterprises to which is entrusted the safeguarding of any special 
economic interest of the community in the field of national defence, of 
trade, industry and commercial policy.” 

The first protest against the exclusive domination and sway of the 
foreign capitalists oSihe from the late Mr. G. V. Josbi ** in connection 
with the extension of railways solely with the help of foreign capital. 
The late Sir V. D. Thackersey attacked the employment of foreign 
capital in the most scathing terms as follows : — ” But when we turn 
to the petroleum industry in Burma, the gold mines of Mysore, the 
coal mines of Bengal, the tea and jute industries of N. £. India, the 
carrying trade by sea and the financing of our vast foreign trade by 
foreign banks we come uppn a less favom-able aspect of the question of 
the investment of the foreign capital. In such cases we cannot 
but think that it would be to the permanent good of the country to 
allow petroleum to remain underground and gold to rest in the bowels 
of the earth, until the gradual regeneration of the country, which must 

I use " vested interests *' in the sense that T Yeblen has given to it. As he sajs. 

“ vested interests are prescriptive interests or rights to get something for nothing." As an 

example the action of the Indian Exchange Banirs might be guoted See chapter on the 
" Exchange Banks." 

u See Speeches and Writings, p. 688. 
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come under tiieBritasb Rule. enableB her own mduetnahets to raise 
them and get the profits of the industries The price paid is much 
too great for the advantage accruing fiom them to the oOun^ 

Sir T Holland openly resented the exploiting of the petroleum 

resources of Burma and remarked that » the dram of profits, is an 

unnecessary and undesirable tax which India must continue to pay 
ualil she could find her own capital ’* Sir Bankaran Naar in one of 
his Minutes of Dissent says, “ we know that there are trade comnus- 
Bioners whose basmess it is to find out the natural resources and 
facilities for trade— English trade in particular — that exists in our 
country The results of this observation are to be made the basis of 
expect advice as to the beat mode of utilising them resources m the 
intere-ts of the English trade It is true that this information would 
be egnaily available to the Indian public but we know it is the com- 
mercial organisations m England that would be abletoutibse them ” ** 
Mr B C Pal writes that the British Government in India though 
wedded ostensiblv to the pernicious doctrine of loiwes fane was leally 
belpiug the British capitahsts in their attempt to exploit Indian 
resources successfully by giving these facilities tbrongli the adminis- 
tration of land laws and railroad constiuction, granting or securing 
mining leases that have been subject to Government sanction and 
favourable land laws as in the case of the Assam Tea Industiy ** The 
way m which the indigo planters of Bengal and Behar and Orissa 
secured official help is too well koowu to need any repetition The 
imposition of the cottou excise duty, the partial manner in which 
the waggons were distributed during the recent war and the way m 
which the Government officials are allowed to resign and join foreign 
private firms and supply information and knowledge supplied to the 
Government by the firms all over the country and lastly the way in 
which the Imperial Government used to subsidise the foreign papers 

* See the Fresiden lal Ail liegs at the 2n 1 Internali jnal Conference, 1906 

« See the Beport of the Piret International Conferenee, 1903 

” See the Government of lodus Daepatph on Beform prmosale March 6 
IMS ' 

" Indian enterpnaeauied to fin Idiifieulty in ncgumng land in Bengal The land 
lawB end the revenue regulationa vrhi-h affect the Bojrd of Transfer of Land Eights work m 
prertico to the pie]od>ce of the Indian enteiprisee It must be recognised that this aitnation 
has been improved by the I T Commission 
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and refused to punish the Anglo-Indian papers even when they 
insulted it, are some of the flagrant examples of the way in wh'cb 
the foreign capitalists have been unduly favoured in this country 
ih the past. Prof. Shah observes that ** under the present unfortunate 
circumstances of India the foreign capitalist is able to command the 
mystic sympathy of the identity in race even when he cannot boast of 
a more obvious relationship ; he has been able to obtain information 
and concessions which place him in a position of advantage when 
compared with his Indian confreres in business or industry. Once 
entrenched in business or industry he is apt to regard his position and 
privileges as his property.... The conquest and annexation of Burma 
were planned and achieved largely if not entirely with a view to 
facilitate the foreign capitalists in exploiting the petroleum resources 
of that country. This however is not a solitary instance of la haute 
‘politique in India being manoeuvred in favour of the foreign element 
and dead against the Indian interests as the history of our currency 
organisation can testify.” Several of the witnesses before the Indian 
Fiscal Commission spoke disparagingly of the foreign capitalists. It 
is not the educated capitalists alone that resent the instrusion of the 
foreign capitalists but the educated class and the politically minded 
nationalists are jealous of the influence of the foreign capitalists. 
Specially the way in which they have opposed all political progress at 

19 The Assam Coolj Act wbich was ja fores till 18S1 was designated by tiie late 
Enstodas Pal as tbe Assam Slavs Act. 

See also Bnckland, " Bengal nnder Ideotenant-Govemon '* and Misra, '* Indigo Distor* 
bances. ’’ See Sir Sankatan Nair's Minates Dissent to the Beforms Despatch, 1919, as 
regards the cnltivators’ distress in the Ohamparan District. 

There was a prosecution of people wbo stirred up labour in Madras under the Defence 
of India Acb on the plea that indnsf rial agitation has been threatening pnbh'c peace. Tois, 
says Mr. Wadis, was due to the suggestion of the Buokingbam and Karnatio Mills engaged 
in war-work. See " Labour in Madras. " Another writer says, " (he attitude of the Indian 
Government towards labour is not entirely impartial. It has not only openly sided with the 
employers in supplying them with troops to preserve peace in times of indastTial dispute but 
also to coerce and intimidate tbe labourers into submission ” He instanees the example of 
the Afadras Gowinment lending SO members of the Labour Coips to the Blectrie Supply 
to cany on the workjand starve the laboniera into submission. Mr. Sbah says, 
“ OapitaJist class consdonsness is already apparent and Govt seems to lead the way in 
i ts intensificalioD if we ate to judge from the methods adopted in crushing tbe postal strikes of 
1920-21 in' Bombay— Trade, Transport and Tariff, p 179 

*9 See T. Shah, " Trade, Transport and Tariffs." 
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(h. too ot the Ilbert B>ll‘> end the reeentmeni el the gienl ot retoOTe 
by the Montferd “theme hes ehennled the ejiniiethj ot the 
edacaied class 


The Example oj I he Tl^eslcrn Counfnes 

In Koumama, Chile and Gieacc atlcmpls are made to oxclndo 

the foreign capitalists in iheir utal notional indnstncs * In the ca'se 

ot Switzerland every foreign Inaw ince Conipam iwiist ippoinl an 
agent general who must be a Snia<» titi/tn and adualh reside in 
Switzerland By the law jia^sed ni Align®! 56 5*11*1 e%er> foreign 
insurance coinjiany must make ile|ioaus in cash and if in t-ecuiities one 
fonrth must be in foreign bonds jtalv cncoiira},es the enlii of 
foreign capital into tlic coiinlrv llahaii coiiipaniCN are allowed to 
float Ihoir debcnitiTe h nils in fom^n countues Tin. general opinion 
in the coimtiy faiouis the conti acts enm loin idea ic, foreign 
companies obtaining contiac I for construct ion on a lar^-c scale should 
ptovide the requisite capital which is required hs certain gnaranlces 
of payment of interest and repajment of capital spriad over a nomber 
of jears 

Bren JiSogland hqs scented the dangt ra of the foroijn cnintniisfa* 
domination over the induatrich of the cotinli^ Hnii} of (he wilncai>ca 
before the WienbwrytConinnllee of the Boaid of Q'radc faaouicd legis 
lation limiting the poriion of capita) winch aliens inaj be allowed 
to hold in joint stock companic<> Ibis coniiintice has rccoiniitencled 
that no icstnctions should he placed n^mst foreign c i pi ta1 entering 
intolhipland for the following rcisons Bnghiml can never hope 
to be the world s financial centre in tin. absence of ibis valuable 
p ivilege oncoiii aging flic free flow of capital into riiigland Secondly, 
political differences would arise between (be allies and 33»glaml if 
the latter were to close its doois againsr the cnlij of iJieir capital 
Thirdlj, it would rcauU in encumbering tisuk with heavy ptlfiUs and 
meaningless icstrictions and tcihnic ihuts J onrthi} foreign cnjntni 


» SceSirHCoUon Ncwlnlja T c Anffto In I an npitaton ogmn I UoUliort 
Bill httvon 0 loa ro nUr>aait>(t on of fnl rnlo fnp ilancc on Ui« j rl o( tUn nil on liit 
®Joy bsiD leotnod 11 o sir ngili i)to {nnor o coiiili nal on m HI c of nutobera 
Sec Dr 0ruBzeI I piiSomic 1 FotcctiDDisn 
® See the Ecpoit it 11 o Dopnrl ust of U c 0 ciacaa Tindo p 3*1 Dec 1023 
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must be given free access into tbe country except in a very few in- 
stances. On the other hand, there is the advantage of holding this 
amount of foreign capital as security for England’s investments in 
those countries. By virtue of the Merchants’ Shipping Act of 1894 no 
alien is entitled to hold anv share or become a part proprietor of a 
British ship. 


The Example of the Eastern Countries. 

At first the Chinese Government relied entirely on foreign loans, 
But towards the end of the Manchu regime a series of domestic loans 
were issued but the public did not respond cheerfully.®* The first 
domestic loan that was fairly subs; ribed was that of tbe year of tbe 
Bepublic (1014). In fact this isMie was oversubscribed. Since then 
every year a new loan has been floated varying from 5,000,000 to 
48,000,000 Gold Dollars. More and more the Government has been 
depending on tbe native capitalists but as tbe best security has been 
already set aside for the Boxer Indemnity and tbe foreign loans it is 
difScult to make the native capitalists subscribe to these loans. But 
since 1921 no large foreign loan has been floated. At present no foieign 
capitalist can secure any interest in mining companies. Except the 
technical staff no foreigners shall be employed. For the former 
the contract must be signed by the ministry of Agriculture and 
Commerce. No ore-selling contract made with the foreigners shall be 
valid without first obtaining sanction of the same ministry. The 
latter has the option in buying the output. In Japan the alien capitalist 
domination is limited to narrow limits. 

The Practice of the Colonies and Dominions. 

Some of the Colonies and Dominions as Australia, Canada and 
South Africa float inteinal loans and tbe Governor of the Australian 
Commonwealth Bank of Australia lemarks as follows:— ‘ Austiaha’s 


51 See tlie Year Book of China asa3», p. 133. In Ihe case of the Shentuii^ coal 
nes it is agreed that Japanese capital oaplit not to be more than half In the case of sa t 
a other indnatries where Japanese nationals were working the Chinese Government has 

ised to buy them over (pp- 1172-73). 
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internal borrowing policy bas proved the measure of laying in Ausfiralia 
many milUona of money which would otherwise have been sent out of 
the country.” But if her demand for money is urgent she has no 
objection to float loans in the London money market. Owing to the 
congestion of the investment market she has been advised to float the 
balance of her recent loan in New York. Out of the loan of 
£20,000,000 floated in July in 1925 only £5,000,000 were subscribed 
in London, the rest could be secured in New York. Although the 
Commission charges were a little higher than in the case of London 

and although the rale of interest to be paid is somewhat higher, the 

loan could be easily floated in a tew days. While the net price that 
could be secured in London was about £95>3a. only £96 'could be 
secured in New York. One compensating feature however is the 
absence of the stamp duty* in New York. In London interest of 
£o-48-4d. per cent, has to be paid ; while in New York the net annual 
interest it has to pay is £5-4s-10d. per cent. But the chief noticeable 
fact is the willingness of the American investors to snbscribe to 

Government loans floated by the European countries and the Domi- 

nion countries of the British Empire. About 551,591,000 dollars 
were publicly subscribed in the first half of 1924 (Banker’s 
credits excluded).*’ The Australian Ck>mmoDWcaUh Bureau of Commerce 
and Industries remarks that ” The Government is anxious to en- 
courage and facilitate in every way the transference of British manu- 
facturing concerns to this countiy.” The same can be said to be the 
attitude of New Zealand and South A&ica. The concessions granted 
aie usually in the form of local monopolies, grant of land, etc., but 
not much in taxes. Money is needed urgently for the development of 
their national wealth. Hence their cry for men, mone 3 ' and 
markets. The present-day economic thought is to hring about a 
better distribution of the White race in the British Coromonwealfh 
than before. All available capital is to aid this process of migration on 
the part of men from Britain and thus incidentally solve the twin 
problems of increasing population and increasing unemployment. The 
furnishing of men, money and markets is the duty that Great Britain 

» See IbeWaAingfonOonesponaenl of tlieBxohMge Telegraph Co., Jnly 19.102S 

quoted in the “ Forward.” August 16, 1566. ' 
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owes to the Empire countries and if this were to he sucoessfolly solved 
there would be all-round prosperity for all parts of the Empire. Secure 
of the food supplies and the raw materials for her industries Great 
Britain would be free to concentrate her attention on manufactures and 
regain the lost industrial supremacy which she once enjoyed as the 
workshop of the world.” Canada places no restrictions against the 
entry of foreign capital. There are about 675 branches of American 
factories in Canada doing business in carpet-making, steel springs, 
glass and brush-manufacture. While Canada admits freely the foreign 
capitalists the dominion of Australia has recently passed the War 
Precautions Bepeal Act and Section 8 of this Act says : “no company 
in which more than one-third of the sbai*es are held by aliens n haB 
acquire any mine or interest in a mine or cany on mini ng or 
metallurgical industries.” Again it is laid down that ” no alien 
can acquire any share in any company incorporated in the Common- 
wealth without any express consent in writing of the Commonwealth 
Treasurer.” 


The Necessity for Capital in India. 

India’s mineral resources largely await development.^^ With the 
exception of coal, iron and gold, the other minerals have not been 
sufficiently developed. The possibilities of developing the forest wealth 
are very great. Even agriculture requires further development. 
Capital is necessary for all these purposes. India is an old country and 
for several centuries her people have been pocn:. The fertiliiy of her 
soil is far below that of the advanced countries. Her population is 
still predominantly agricultural. They have been noted for their con- 
servatism, lack of enterprise and the unprogressive character of their 
industrial development. Centuries of isolated and self-sufficient life 


M See A. DemaogeoD, ** The British Brapire," p. 220. See also the Iiondon Times, 
May 24, 1926. One noticeable peonliarity in Canada is this. Five-sixths o£ the English 
vflf Government securities and nine-tenths of the Amerioan capital is invested m 
industrial enferptises. There is also some penetration rf American onstoms and dvilisationB 
from the United Btalea of America into Canada. For the present aitnntion, see special article, 
“ Canada To-day." The American Invasion, Deo 6, 1927, p. 16 tThe Inndon Times). 
For elaU mote recent Bgatee, " Economic Planning of Canada " pobliehed by ihe Iieagne for 
H (idni Beconstrootion, can he consulted, 
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ha«htou.w.y»hemc»t«eto «oik «>a ^ ^ 

of «he Eocid icMtrtatMiM plMM m obsluoleB m tta OMO of 

tiMt IndB cm woUmgii ba ooMidasd as the " land of impOBBbte 

hnutataons ” „ 

The Indian Indasteial Commiasion remarks “ the wealth actually 
possessed does a very small amount of work owing to its inactivity 
The diffioolty of raising capital for indnstnes is mainly the measure 
in India not of its insufficiency or inaocessibilily of money but of the 
opinion which its possessors hold of the industrial propositions put 
before them ’’ Thus the chief reason is the imperfect confidence on 
the part of the small capitalists of India There is no sustamed 
confidence and it is this that stands in the way of rapid development 
of banking and leads to incipient runs on the existing banks It 
IB this that must explain the inability on the part of our mdustrialiBts 
to obtain the necessary capital 

The spirit of enterprisa is slowly becoming active in this country 
Hence the desire is to replace entrepreneur's capital /or the loan 
capital and to retain in this country itself the excess of its earnings 
above interest Tbeie is a desire to avoid the undesirable personal 
mfloence of the foreign capitalist on the domestic pohi^ Thmr pnde 
of colour, and assumption of arrogant superiority, policy of dommation 
and exclusion and general moral aloofness is initating and galling to 
the Indian educated mind They insist on employmp their own 
officers, engineers and workmen and rarely acoord fair, equal and 


^ See tbe Indien Xndnstnal Commisaion Beport, paras 6S and 66 Tangefen ctm be 
SDccGBatnUr voibed m Barma Cbote Nagpor is a wonSertdlly mmeraliaed coantry 
Coppw mangaaase non, lead, obronis ore baaaite, mica graphite, etaalitn, silica, lime and 
ocbies and xrondetfol deponts ol oosl of economio importance are known to exist 
Owing to the lack of edcoatioa m the n^t pnupecting methods these lesooiees ate not yn 
opened up Kb mining sShooi has been started there to impart the characteristics of minerals, 
their cnutitiieaiB, field tests and a proper ondeietanding of the earth’s cmst There 
hsB been no chamber rt mines drawing attenticn to the state and condition of n«n,ng 
heat to agnonitme mining Is bound to be the gnstest indnitry of India Bnt upon this 
broad foundation of material progress the people have to build up tbeir thnft and 
The posnbiKtiBB of cocoaont and bamhoo industry are TCcy great He doTemment has 
Inthetto nsglected to take stock of the mdoatnal possibilitiea Its dn^ is to test, to explore 
and to prote the posdbilitlea of nidostnsl success and exhort the Indian napitaiwi: to owioome 
thew rooted indiSatence to maottilsl enterprise See also the Bspoit of the I Z 
para. 49 * 
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impartial treatment to rndians. Foreign capitalists have settled 
a ready to a great extent and indigenous ini elJigence and skill must 
take them as their objective models for imitation. The educative 
value of their pi-esence must nr t be lost unnecessarily. But if more 
foreign capitalists wei-e to start branch factories in India as suggested 
by Mr. T. M. Ainscough it would not help the industrial situation lo 
any marked extent. More riches would flow out of the country and 
the ultimate benefit which India would derive from these able foreign 
industrialists would be, as Mr. Chatterton says, “ to earn more wages 
in subordinate positions by doing coolie work.'* 

A distinction has to be drawn between enirepreneur capital and 
loan capital.*® The free flow of loan capital has to be encouraged. 
When Indian capitalists are already working in the field, permission must 
be granted to have access to the London Money Market and float 
debentures there for augmenting their capital resources. T'oreign 
capital has to seek the co-operation of the Indian investing public and 
be prepared to assist it with all possible help. While the total require- 
ments for capital are huge, the capital that can be immediately 
mobilised in India is small. It would be a suicidal policy to postpone 
the effective working of those resources by dmlting out foreign capital 
from India.®* India has to establish contact with the International 
Market for the rapid promotion of ber public works, specially those of a 

See the Beport of the Bombay Committee on the Behabilitation of Government 


See A. Chatterton, " Notes on Indnstrial Work of IndiB." 

80 miiM is the considered opinion of Mr. Take of the Bsrday’s Bank and a member of 
the Aoworth Committee on Eailways— Beport of the Acwortb Committee, p. 89. 

61 Jointstock companies of non-Indian oriein doing bnsiness in Ind>’a in the different 
lines are as follows 11820-21). See the Statistical Abstract for British India, pp. 679-80. 
Bor recent figures consult this annual publication. ^ 


Indnstrial Companies — ••• ••• «, 98,96,266 

Banking and Insurance Companies ... ... •- - 19,66,21,662 

Trading Companies ... -- •• — 44,67,47,165 

Total ... 1,19,29,73,983 


Indians might he holding shares in these companies and their share migiit omonnt 
to i. Again there are conoMBice that are started elaewberB bnt doing hnsineas in Indie. 
They number 678 and their paid-up capital is £601,618,674. 
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reproductive nature The proporhon of revenue earning capital m 
India IS «>reater than the proportion of non revenue earning capital 
Hence it irould not be difficult for the Indian Government to 6nd a 
market for its loans if it wishes to paj the market price 

It 18 not wise to discourage the free flow of British capital and 
place obstacles in the ^vaj of British enterpn«^e but it is impoitant to 
remember that ‘ the sub conscious promptings of nationhood should 
not be hurt This is one of the imporlaut problems, sajs Lord 
Bonaldshaj ** Tlie changed attitude of the piiblicist«!, etonomisls and 
the people would have to be noted bj the foreign capitalists as well 
as the G vernment of India As the late Di Naoroji pointed out 
long ago ‘ Judin soreh needs the aid of English capital, but it is 
English Coprfuf she neids and not the English mcasion to come also 
and eat up both capital and produce ” •* Foreign industrial or trade 
companies might be forced to adopt a proportional representation of 
Bidian Directors on tl e Board Those companies that fail to complj 
with these regulations ought to he taxed at a heavier rate tba i the 
other companies A heavy licensing fee should be charged in the 
beginning as is done in the case of those banking comjianies which 
wish to appoint an agency of their own in New 1 oik For this 
privilege a foreign corpoiation has to paj a licensing fee of 250 dollars 
annually to the Superintendent of the State Banking Department 
It should also 8atisf\ him as regards its financial stability and its 
power to open an agency under its foreign francbise It must make 
certain returns in accordance with the provision of Section 147 of the 
Banking Law of New Yoik 

Measures for the development of capital resources m India 

It has been suggested that foreign capital might be allowed to 
flow freely into India but that it should seek the co operation of the 
Indian investing pnbhc and be prepared to assist it with all possible 
help The ultimate obiect must irf course be to enable the Indian 
capitalists to become the natural heirs of foreign enterprise m this 


«* See Lord R(ma<dsl ay, * A Bird s eye \ lew of India 
“ Dr Laotoji ■ Po\eriy end Dn-BnOtli Rale m India 
GoUiala s • Speeches ^aieb 9 ISHII L CouncU Pioceedinge 


P S2J See also 0 £ 
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country. For this purpose the investment habit has to be stimulated. 
Other means to encourage the increase of capital resources have to be 
simultaneously undertaken so as to augment the stream of capital that 
awaits profitable work for itself. 

(A) The most unfortunate thing about India is that it is not 
organised socially and economically so as to secure the maximum 
accumulation of capital. The Indian caste system is neither “ a 
purely economic organisation of occupations nor a chaos of tribes and 
conflicting races, nor a simple hierarchy of classes, but a mixture of 
all those unified by the common inspiration which dominates all the 
groups in their functioning." Birth once for all determines the 
social status of an individual in the Indian society. Some of these 
people either by the favour of fortune or by the dint of their intellect 
may succeed in " breaking their birth’s invidious bar and breast the 
blows of circumstances and grasp the skirts of happy chance." They 
may grow rich but the inequality of status is a thing that would be 
never removed. There is no social ladder existing in the present 
condition of society.*^ Our social organisation is wholly composed of 
restrictions, privileges and monopolies. Our women and girls are 
incapable of realising the evils besetting the social structure. Early 
marriages, ill-assorted marriages, child-widows and uneducated mother- 
hood still exist in our society. The Indian nation uses only one-balf 
of its citizens, i.e., the males, for social, economical and public 
service. Hence it is weak as well as poor when compared wih other 
countries. Caste, joint-family system, the depressed classes and tbe 
inferior position of women are the strongholds of orthodoxy. The 
philosophy of varnasramadharma is supposed to be the basis of our 
social theory and organisation but it does not actually fit in with pre- 
sent-day facts of our society. This meaningless shibboleth of the dead 
past should be given up. The mere accident of birth ought not to 
have such a powerful influence on the individual’s life. The rigidity 
of social framework placing impediments in the path of individual 
progress has to be toned down. The benumbing influence of pantheistic 
views of the world, a supersubtle metaphysic and a stagnant civilisation 
Imit the individual’s scope to better himself. The creation of a social 

6* Senart, *' Les Oastea Danale Inde,” p. 268. 

®5 Bee William MoDongall, “National W elfate and Decay," pp. 165-67. 
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mwonment. howOTM teti "Mgkt 1». ^ be ^ 

evolDhon or rrform .. ntal^ mterreteted mtt. tbo qo^iM of Mt»a»l 
offlaoooy ond nrt».ool ooMonty It ™oH, first of rfl. «ato 
demands on national or public parse wbioh would fructify m the long 
run by increasing the productive forces of the country as these agents 
become more progressive, energetic and intelligent than in the past 
An increase in the objective wealth they produce would enable them 
to save more At present the greater portion of the Indian people are 
producing just enough to live on and unless they increase then savings 
no further social progress would be realised by them The actual 
(uoney paid in wages musi; be higher than the general living expenses 
of the country This would enable the people of the country to educate 
tliemsolves and ovary step in ** tbe direction of perfecting the democratic 
organisation of society or everything that throws open the world to 
talent, that finds thexight man for the right hole — educational facilities, 
scholarships, personal agencies — all such things as contnbnte to the 
perfection of the social ladder by which the ascent of merit and the 
decent of ineptitude are made easy ” has to be welcomed 

<B) The Indian Government or the Board of National Investment 
had to act as a guide to the investors by compilmg reliable informalaon 
and publishing it for educational purposes This would suggest the 
useful investments,** which people can take up and bmiefit themselves 
as well as the society. Tbe state can in this way aid the saver and 
the society Beyond the state and municipal bonds that are created 
tbe state does not concero itself with the other concerns Of coarse 
the supervision, conduct and the creation of companies are subject to 
tbe control of the state, The Indian Government can do much more 
m the matter of proteoting the ignorant investors from the dishonest 


** Tbe Fiench Govei 


it givet i 


......... „„„ sad ases the private inveatmenia of ita 

capital-owningaWfitoBtipport national jatereats of a political cbtaaeler sbinad Tboa 
tbaGoveinmenbinditecth uAicstes tbe aoeial valae of (be ioveatmentB. OJhe Stock 
changeiathaonljothee body that does aocfa . thing are only halMoaea rioeh 

exohanBeainoar coaatry » « not pawibla they can gnide the mvestoi* as a boto la 
some caaea capital 18 being invested IB aooialty obwotfonable osee aa aiaiatainihg bnthela 
adolterati^ g^a sad pronding intoscants The moral nJm of tbe nse of capital has to be' 
TOdmstood andtbe state alone can ptdhilMt tie non moral or minriouB JL of camW 
The OapitaUsU must not be given tbe ngbt « (o do what be fakes wth his own. ’ ^ 



PRBSBNT-DAY BANKING IN INDIA 


professionals by copying the principles embodied in the German Civil 
Law which prohibits the flotation of companies with shares of a lower 
face valne than ^filO from being floated. As Prof. Mitchell says, “ the 
public regulation of the prospectuses of new companies, legislation 
supported by efficient administration against fraudulent promotion, more 
rigid requirements on the part of the stock exchanges regarding the 
securities admitted to official lists and more efficient agencies for giving 
information to investors — all these contribute towards diminishing the 
possibilities and narrow the range of error ‘made by the incompetent 
investors.” The majority of the Indian investors are gullible 
simpletons, foolish, sheeplike, and lacking elementary notions as 
regards the difference between sound and fraudulent investments. The 
state would do well to include such subjects as money, savings, 
investments, and commercial arithmetic in the school curriculum. 
The importance of savings and its sound investment have to be 
rigorously preached. The state stands to gain by this wise direction 
of the channels of savings into permanent employment, affording 
working opportunities for its people. It would be an indirect methcd 
of attacking the unemployment problem in our society. Lack of 
requisite capital, lack of the right kind of education, lack of opportunity, 
ignorance where to apply foi special work and the possibility of being 
offered a job in a trade — are some of the chief reasons why a great 
majority of the Indian population fail to develop their own personality 
or take real interest in the work they do. Mr. Gyln Barlow says, 
” the failures of the Indian industrial enterprises in the past are due 
solely to the fact that he (the Indian) has insufficient knowledge of his 
own industry and lacks intelligence, the shrewdness and enterprise that 
are necessary for a successful enterprise or business.” ®* 

All statistics relating to the business side of our national life have 
to be collected by the state and published so that the average chances 
afforded by every calling can be known very easily. This sort of 
action is nothing new. Many Governments adopt the policy of 


n Prof. W. 0. Mitchell, " Basiness Cycles, ” p. 6P5. The Securities Act of Presirent 
Rooserolt says the same thing. (1933 patt of the N. Deal Campaign inaugiirate.1 hy hta frr 
economic recovery.) 

*3 See Gyln Barlow, " Indnstrial India,” p. S3. 
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supplying mformbon to the labour e:ichangea free of charge The 
Oanadiaa Govemmenl; realising the importance of agriculture h 
established the principle of supplying information free of charge to any 
farmer on any matter relating to hia business « The object of making 
grants towards scientific research, instruction and experiment in 
agricnltoral science, says Pigou, follows the same lines ® 

The aim underlying such action of these Governments can be 
expressed in Sir Horace Plankett's words " The purpose is to bring 
freely to the help of those whose life is passed m the quest of the 
field, the experience which belongs to wider opportunities of observa 

tion and a larger acquaintance with commercial and industrial affairs 
All callings have to be thoroughly studied, catalogued and a proper 
record established Their mental, moral, and physical requirement® 
have to be mentioned This information would be of much value to 
children and parents The expenses involved in this collection and 
publication of information would be very small but the state would be 
amply repaid as the people settle peacefully m the different callings 
best suited to their interests and inherent and acquired abilities 
Prof Eirkaldy says, in a well-organised society there would be a 
minimum of difficulty in deciding as to which labour group a man's 
special tastes and talents warrant his attaching himself to Where 
mistakes are made it is evident that the community in qoestion has 
not attained to the higher development and there is need presnmably 
of modification and improvement in the system of education ” It 
needs no emphasis to say that the present state of Indian society is 
diametrically opposed to this ideal condition of society There shonld 


® See Mavore, ‘ Report on the Canadian North West p 86 
™ See A C Pigou, " EcononiicsoE Welfare, p 137 (Snd Ed tion ) 

” Qnoted m Sulner Webb a “ lodnatrial Co>opeTation p 143 
” The Tndun fathers generally set apart the fools of the family for indnstriea and 
commerce This h due to the fact that th^ do not possess s ifficient knowledge as regards 
the Incratire character of these owmpations It is this that u lei^aUa for ont industrial 
backwardness and any industrial foilnre that may hare been notced The inherent 
in erionty of the Indian brain for indn trial and commercial bnamesa is a pate myth 
Wentwlf”"? P0““ by setting the higher educated 

^ 1 1 

» •’eeA W Kirkaldy * Wealth, p 73 
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be a system in the matter of investment as in every other walk of life.” 
If the above information is made known the existing nnwillingneas 
on the part of the savers to invest their savings would be overcome. 
The average requirements of the entire community can thus be 
grasped. Until this is known there would not be much co-ordination 
between the savers and the users of capital.'* This is the only road 
that leads to increased savings, wiser investments, greater comforts, 
security of employment to labour and ultimate well-being of the 
nation. The existing owners of capital need not fear or fancy any 
real danger by this method of Government action. All savers 
of capital would be considerable gainers by this method. The insu- 
perable difficulty of finding capital which limited the industrial 
development in the past, is slowly vanishing under the “ influence of 
new ideas as a result of education, new banking facilities and a new 
enthusiasm for the employment of capital in industries." The 
carrying out of the above recommendations would accelerate the speed 
with which capital would be seeking employment in industries. It 
might also augment the volume of the industrial capital. Every 
facility has to be given to the small capitalists to obtain possession 
of shares of tea, j'ute, and coal companies. Small lots cannot be 
obtained and bona fide small investors do not really hold them. Un- 
less this is facilitated no great development of the investment habit 
can be realised. Stricter laws in punlsbing directors, etc., who 
mismanage industrial companies are necessary. Wide advertisement 
of Government loans in the interior of the country at the time of 
Seating the loans would make the mofussil people and sm'all investors 

The policy in emigration is a haphazard and careless one. Its hannfnl resnlts are to 
be seen in the sad plight of our people in Kenja and South Africa See the Annnal Register, 
1922, p. 2o4. The recent attempts of the Hon 'hie hfr. Srinivasa Saafri to better the 
ffitnutiinti of the workers are related here. Some minor disabilities have been removed. 
Certain disabilities hindering the Indian people to take op the banana indmtry were ranored. 
The acquisition of land is to be permitted in South Australia ard provision of old age pensions 
is extended to them ly the Australian Comm^mwealtb Government. 

76 Under the capitalistic system there is no such collection of facts. With no accurate 
idea of effective demand the producers engage in industrial work with the result that 
sometimes there is over-production of particular goods. This can be rectified by .calculating 
effective demand in a crude form at least and trying to produce the things needed. Such 
of information was attempted by the Peruvian Incas in the bey-day of their 
glorious dvilisalion. 
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to invest in the loans. It is true that the people of thy 
prefer to invest their savings in land and the “ psychological craving 
for land can only be equalled by their craving for jewellery. Land 
is bought recklessly at high prices though at best it can afford 
to yield only 6 % rate of interest. This has to be checked by 
the development of banking business in the interior. 

Besides the above measures the Indian Government diould aim 
at the development of the resources of the country in a manner 
worthy of the enlightened Governments like the U. S. A.^* and the 
Japanese Governments. It is essential as individual inititive in 
the land is practically conspicuous by its absence. The peculiar 
circumstances in which India is placed owing to the lack of technical 
knowledge and lack of capital resources should be recognised. Foreign 
enterprise though not diffident in the matter of investment lacks the 
knowledge of the conditions of the country. Owing to these circum- 
stances India has not rapidly become industrialised in spite of the lavish 
bounty of raw materials by nature. This situation reminds one of 
Mill’s remark which runs as follows: — “In the many paita of the 
world the people can do nothing for themselves which requires large 
means and combined action all such things are left undone, unless 
done by the state.” ” Under these circumstances the Government 
has to step into the breach. It need not necessarily start all these 
possible industries which can be worked successfully in India, What 
is required is the change in the angle of vision by giving up its 
Jaisscz faire policy towards industrial development in geoersl. Co- 
operation and encouragement of the Government is necessary and, 
as the Madras Provincial Government has done, state-aid towards 
industries has to be systematised and the private enterprise should 
definitely know what it can expect from the Government. 

The Government has taken the lead in all experiments for the- 
improvement of agriculture. As the sole landlord of all India 
it has rightly come forward to study all problems connected with 

« Pmidmt RoomwU nrantlr eretted tha TanaetMe Valhy Aathority u ■ Gorpontioa 
clotbed with aU powan of a GoTarnmeiit for tbo poptr mo, doaaiopipeBt, and eonaaraation of 
Botml naaanea of tha Tanneaaee Rim dratnago bsaio for Iba ganewl and aocial walfaw 
of the nation. Boa Coramncial and Financial Cbronicb, Vol. 186. pp. 8791-04. 

" Baa J. S. Hill. •' Politioal Economy.’’ Vrf. H, 4tii Edition, p. 676. 
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irription, forestry, fertilisation, breeding of cattle and improved 
agricultural machinery. It should also come forward, just as it has 
done in the Tavoy District of Burma, to encourage the successful tapping 
of mineral resources. A mere maintenance of well-equipped Geologi- 
cal Survey with experts in commercial aspects of Geological lore, 
is not sufficient. More research from the economic side has ' to be 
done. Modern civilisation is fonnded on mineral as well as agricul- 
tural resonrces. The Government's legislative policy, fiscal policy, 
mining regulations, forest rules and legal codes must all be planned, 
designed and worked with the supreme end of developing the 
resources of the country in the real interests of the countary 
itself. 

The Indian Government must no longer be guided by the views 
of the philosophical anarchists, who consider that there should be 
no Government at all ; nor by the Utopian socialists and 
communists who would like to transform all capitalist enterprise 
into an affair of the state ; nor by the ultra>individualist8 who 
would restrict and confine the 'economic functions of the state into 
a narrow circle. The individualistic assumptions of the old classical 
school as regards the state's functions have to be expanded to suit 
the circumstances of the particular conditions of the society. Com- 
petition, private property, and freedom of contract and the motives 
of business life as the starting point of an abstract and deductive 
science, have already been modified to a great extent. The psycho- 
logical foundations and the humanitarian basis of economic life 
have to be admitted. The economic function of the state has 
expanded already since the recent War period. CoDeclivism has 
become the order of the day. It is not necessary for me to quote 
the various economic activities of the state during the War-time/* 

w Daring iba recent war the dietcibiition of food and fool was regulated bj fee Bttte. 
The means of comuiunication, transport.>Uou and shipping facilities were controlled by 
the State. Even the investment of private capital woe supervised. The consumplion of 
roaterJsls and supplies in non-essential industries waa limited. Tte price of bssic comoio* 
dities was fixed. The excess profits of business-men was taken for nslio-ial nee. Servicesfale 
young-men were foroed to join tiro army. The ISmergeuty Fleet Corporation, IbeHooaing Got- 
piralion. the Grain Corporation, Sngjr Oorporalicu Board, tiro Woe Ffnonre Cor^refcoa 
and the War Trade Board were aperfslly crested in the D. 8. A. to perform the diffiou 

economic activities effectively. _ _ _ . , f* 

See W. F. Willoughby, “ Governmental Organisation in War-time and After. 
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As Ddisle Burns points out “ neither would the State be organised 

as an economic community as the socialists point out nor wou'd it 

be purely non-governmental organisation of industry as the Syndi- 
calists and the new guildsmen like it to be, but there would be an 
unprecedented combination of the two.« The days of competitive 
capitalism have been almost numbered. The idea that the Govern- 
ment should “ keep the ring and leave it to the producers to play 
the game ’’ is no longer advocated by the economists. The indivi- 
dualistic system of production for profit instead of for the use and 
of distribution according to abili^ without any regard to human 
need is criticised by a host of writers.*® The only criterion for 
state action is the promotion of the welfare of the people composing 
the state and western countries are tending to curb the evils of 
capitalism in several ways. Bamsay Muir says, JSvery Government 
is taking action to curb the gross inequalities of property by imposing 
heavy taxation, I'.e., death duties which restrict the amount of capital 
that may be handed down from generation to generation by in- 
heritance by a system of graduated taxation that takes more from 
the rich than from the poor by the levy of excess profits and on the 
other hand by the offering of banking facilities for the man of modest 
means, by the encouragement of co-operative production and by 
investing on industrial companies offering facilities for investment 
by the workers.” Thus the function of the Government is no longer 
a negative one con&ning itself towards the maintenance of law and 
order but a positive thing tending to co-operate, constrain, direct and 
reconstruct where economic conditions fail to right themselves. 

Even J . B. Mill who always had laissez faire philosophy as the 
basis in his thinking admits that there is a multitude of cases in which 


** See C. Dolisle Borna. “ Oovernment and ladoBtry," p. 8. 

W See B. H. Tawney, “The Sicknjsa of Acqaiaitive Society;*' also Sidney and 
B. Webb, '• The Decay of Capitalist Cnilisatlon ;’* Berirand naaaell, “ The Prospects 
of Industrial OWHisation;" and 0. H. Dooglas, '* Economic Democraqy,” pp. 68-74. 

See Ramsay Muir, " Inberalism and Industry,” p. 44. 

See B[. J. Laski, ‘'Authority in the Modern State," pp. 81-98. 

, organisation of the last half centniy is the 

rapidity mtb which by the sheer piessnre of events the State has been driven to aasnm a 

PohMcal good Is to-day for the 

most part defined in economic terms.” ^ 
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the Government with general approbation assume powers and execute 
functions for which no reason can be assigned except the simple one 
that they conduce to general convenience. Thus the elfects are to be 
the supreme test of all Governmental action. If the welfare of the 
people can be realised by state action the stat^ might tend to perform 
those actions. The ethical philosophers go beyond this and point out 
that human welfare is an ethical end and every one ought to have an 
equal opportunity of achieving personal well-being. The duty of the 
state according to them is to equalise opportunities for all. “ Hap- 
piness for all has to be justly meted out." This is the real meaning of 
economic moralism and the object of every state is to secure, the 
moralised economic system.*’* 

The relativity of economic function to the Slate has to be under- 
stood. The individualism of the India Government does not fit in with 
the actual facts of the day. If the people composing the state are not 
advanced well in the art of production, it is incumbent upon the state 
to recognise the shortcomings of the people and make amends for it by 
its own CO npeosatory actioo. Until than the general welfare of the 
people would not be secured. Private and special interests would b» 
benefited. Private people tend to be guided by pure selfishness and 
greed aud it is hard to expect that they would coincide with public 
good even supposing that their actions are prompted by altruistic 
motives.B^ At this point the question becomes purely political and it 
would be beyond the scope of our subject to discuss it. 

Recent economic thought is to consider " industry as a social func- 
tion" — Labour, capital and the consumer are partners and equals co- 
operating with one another in this service.®® The India Government 
must realise this and guard against the development of capitalism 

BS *' Economic monUsm moana public ownership and management of all the meana of 
prodnetion, the public supply by production and change of the requirements of the community, 
namely, food, shelter, and all other articles and serricea required by individual members of 
the community, tbo co-ordination of all economic activities for the general or national good 
and the abolition of oil unearned income except to tte incapacitated, the remuneration of all 
the workers being mainly in proportion to their diligence. 

Bt Bee Haldane Smith, "Bconomio Moraliaro,” p. 99. See H. S. Hobbonse, The Elements 
of Social Justice, p. 30 : "of collective achievements as of cdHeotive aims it holds good that 
its value is to be tested by its boaring on Oie actnal lives of men and women.” 

te See "Capital and Labour after the War," edited by S. J. Chapman— Articles 6 and 6 
by B. H. Tawney and Seebobm Bowntree. Bee also the report of the Whitley Ciramiltee 
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type. M Mtomeentirdy wong in h» Mmmp- 

JL tot ■■ no «mAt, nnla® it peetee through the o^tahetio mill can 
^ ita proletoM mijoy everything ee ile o^." end ore- 

right touia be exerrieed in thie setter end the devrdopment of co- 

oLlive pmduoBon cen go far in remedying the eilnelmn The 
I^en Qovetnment onght to nnderteke freeh enterprises end Indisnise 
the foreign induetries existing in onr country 

In the language of Dr. Marshall “ India is developing renewed 
vigour and independence in industries as in thought.*^ The lapid 

recent rise of her larger industries is a sonree of just prido to her and 

of gladness to Britain, The India Government is also slowly reform- 
ing itself, adapting itself to modern conditions, abandoning “ its pseudo- 
liberal policy of drift, neglect and mammonism, miscalled non-intor- 
ference, individoalism and free-trade.’* India has definitely embarked 
on a system of discriminating protection with a view to develop those 
industries which she can easily sat up. Bat capital is needed to 
develop these and now that free trade principles need no longer be 
acting as a drag ** indigenons capital will certainly come forward pro- 
vided there is confidence in the ability, integrity and honesty of pur- 
pose of the indnstrialists. Soundness and safety are the principles 
which appeal to the Indian investors. The enormous sums invested in 
Government loans afford another proof of the availability of capital. 
All the joint-stock companies floated in big cities or the .Presidency 
towns by well-known captains of industry as directors and offering 
reasonable prospects of success have never failed for lack of 
capital. Hence, says Prof. Shah, ** the myth of the shyness of Indian 
capital for industrial investment was manufactured for their own ends 
by those foreign capitalists who wanted to reserve the Incrative avenues 
of lavish Indian Government borrowing for themselves and there is no 


» This can be dose by alleriiw tha CompaDy law in snoh a way as to seoure ptoportionni 
represenliatioD of tbe Indian element in the directorate of the company. See Dr. P. N. 

Banerjea, India’s PJscol Poliiy, chapter on •• Right PiBoal Policy." 

** See Dr. A. Marshall, *’ Indnsby and Trade," p.*163. 

« ^ the Evidence of Mr. A. B. Shakeepeare before the Indian Piscol Commiasion He 
aayg, ^ a policy of proleohion the difficulty in obteming eepital would largely die- 
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call upon US to give any unnecessary currency or credit to such in- 
terested libels on our people.’* “ Money lies dormant in endless small 
hoards all over the country,” says the Bombay Committee on the 
rehabilitation of the Government securities. But the chief desideratum 
is to organise our capital market. 

The opening of the Stock Exchanges with their attendant para- 
phernalia for the rapid conversion of the scrip into money is essential. 
There are not even half a dozen Stock Exchanges for the whole of 
India. Control over the Stock Exchanges is not effective as in the 
case of the London Stock Exchange.®^ Unwise specula’ion in stocks 
and shares is very often to be noticed. The idea of a Government 
Stock Exchange has been mooted but this is no doubt the wrong 
remedy. The proposed legislation outlined by the Atlay Committee 
would go a long way in removing the malpractices of the speculators. 
The Calcutta Bhitar Bazar is a menace to legitimate trade and tends 
to produce unsteadiness and harm to hunness interests. A properly 
constituted stock and produce market where “ futures ” are allowed 
should displace the "gambler’s arena." If worked on scientific 
principles aud under proper administrative control, the recently 
organised Bombay Cotton Market would tend towards the benefit of 
the producer as well as consumer, by the steadying of prices, prevent- 
ing of scares and establishing direct contact betweou the buyer and 
seller.®® The employment of written stamped contract forms recog- 
nised by the Jute trade organisation aud the enforcement of the deli- 
very of produce inentioued in the contracts within a reasonable period 


^ See luy article. Central Banks and Speculation for some suggestions for reorganising 
the practices of the Siock Exchange. 

W Some misgui Jed observers opine that future markets ten 1 to increase fluctuotions in 
prices. The Jute Mills Assn, considers llutjlower prices for Jute are due to the lute 
Future Market 'I'here is nothing so prejudicial us this npiiiion. The best export opi iion 
would welcome tbc existent e of the Future Markets. No attempt slio.ild be made to suppress 
properly organised futiira maikels. The International Chamber of Commerce, Paris says 
that Future Markets minimise and smoolh out price fluctuations, discount the impict on the 
market of fotecialed supply and demand, correlate the world demand and supply, make a 
world price and keep it uniform, provide machinery for continuous trading and spread over a 
long period tho burden of distribution of a short-period agricultural harvest, 
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and the fixing of a minimani quantity of Jute below which, no trans- 
actioDs are to be permitted are essential to the jute market. Organised 
exchanges are essential and if wise “ hedging " is resorted to ail sec- 
tions of the community would be benefited.^ ‘ Such should be the 
nature of the different organised exchanges either in hessians, linseed or 
wheat or silver or any other stable commodity.®* Unless such organised 
Stock and Produce Exchanges exist it is difficult to lend funds for 
capital purposes and keep the funds still in liquid state. Since these 
lines have been written a new stock exchange is being organised at 
Delhi. Commercial banks cannot lend for ca^dtal purposes in the 
absence of such stock exchanges where ibis liquidity of funds can be 
secured by selling the bonds or securities held as collateral for loans. 


emponered toiawsUgalf Bschwge the etate i»»st be 

Jicewing .y,tem v^ould not cuw the ewindl^ elfl. SIbIL S fa 

»theU.S.A. PephapeUbe recent stiffening of L n^^ 

niprota the aitnatioD. * “ PR»edn« hy President Roosevelt would 

ita actual work. ' 
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The IlIVESTMBNT Mabebt. 

Necessity for piopar organisation— A National Board of Investment— Its methods— The 
Snpsrvision of Investment Trasta— Mnnicipal Savings Banks— Difficulties in their path— 
Freminm Bonds — ^Instalment system of seenrrlng shares— The sale of Government securities— 
Development of other sources of capital. 

Necessity for proper organisation. 

The necessity of directing the small investible savings of the 
Indian people into productive channels arises for combating the hoarding 
tendency on their part and is, really speaking, the financial facet of the 
same problem. As long as competent bodies or organisations do not 
exist to point out safe and suitable outlets at profitable lates of interest 
the investment of their savings cannot become an accomplished fact. 
They will continue to be boarded thus greatly aggravating the diffi- 
culties of the industrialists and other borrowers needing capital for 
productive purposes. The opening up of new avocations by creating 
suitable rural industries, the conveiting of present-day extensive culti- 
vation to an intensive exploitation of land, the revolutionising of the 
means of transport and rural communications, the re-organising on im- 
proved lines of the rural economy of the country, the rebuilding of most 
of the industrial towns and bigger cities according to recent standards 
of health and decency and the starting of new industries where there 
are possibilities of success, necessitate the investment of large capital. 
As the capital equipment of this country is not finished as yet it 
follows that every attempt should be made to mobilise the savings into 
great pools in the first instance and the safe investment of this accu- 
mulated capital on a large scale has to be brought about. It is high' 
time that a concerted programme and united action for the develop- 
ment and perfection of the investment market should be drawn up. 
It is only by such a policy that economic well-being and national 
wealth can be augmented to any extent ' and it would be the best 

» Bee what the Keport of the Bombay Committee on the rehabilitation of Government 
Seenrities eaya, paras. 28 and 29. 
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matM to conotoMt tho ’rioio»» fcowdtog »“ 

port of the pooplo and check the espoct of IbSimi captat abmd. 0 
L capital raomos from the Bomhay-aide info Bompe ^ 
iaoitetogato aacantage of incteaeod latea of latoreet which to 
dollar aecarities pay and the exemption of interest from taxation in the 
United States of America as well as from the country of origin and 
the assiduons pnblicity given to dollar secnrities in the Indian money 
markets. 

A National Board of Inoesimont. 


As there can possibly be no end to the list of remnnerative and 
usefal developments » that can be undertaken, the other side of the 
shield, I.S., the provision of financial resonrces, mnat be taken into 
consideration.'* A Board of National Investment must be created to 


* llitB movemant took p’sca danag the recent trar period when the drprceiation of the* 
Goiemment seounbea, the low rate of intemt offered as their yield and the absence of 
good uon-peoolativa indastrial secnrities, gave the oapUaVists sci^o and iacenliro 1o invest 
abraaJ and the appreciation of the rapao exchanges ond rupee onrTency laidlitalcd this onk- 
ward evpsnsion. The exact amount invested abroad cannot be eanoHy oolculated as Iheza is 
great seeiecy in the matter of investments carried out under the aegis of the Indian bonks. 
A tougb guess is hazarded by a writer in tbs Eemtmist (London) who estimates it »t 
£37,600,000 or Bs. 60,00,00,000. Ibis excludes the investments of the native princes. 
Another ludiract advantage of developing the investment habit would bo the inmaeed use 
of cheques. 

3 Any amonut of our nationol aavinga can be absorbed in bnildiog good roads and other 
duidlile goods needed for the development of our toaoepottation indostiy. Building aoUvltdes 
would absorb a large amount of capital, railroads, extension of telegraph, telephones, public 
ttdlities, electrio power plants, agricultural roacbinery, and equipment of our faoldinga, exton* 
Bicm of oar induatnaliats' and businessmen's equipment need a large amount of eapital. This 
picture in tough outline goes to show that oar savings might not be sniEoiont to keep pace 
With the growing demand on the other side. Interest rates might not be on the 
nnia a certain amaont of Inlnicstmg the capital meobanism can be done onr hanking and 
credit stiuctoro. 

* But no OGCurats conception ol the real income per head bos aver been estimated. Tho 

Government Bepoits couatantly speak of the rise in the standard of living of Uie r>i r"i n1f in n 
Is this secured at the expense of a aubatantial reduction in the volume of savings or is it the 
teenlt of inotOBBe of real income per head ? What is the total amount of national savings in 
any year and how is it invested ate some of the Important economio ptobtema. The Board 
of National Investment should attempt to make tentative eatimates of these ond gBit- 

ablemethoda forinvestmg new capital in new lines of Indian industry or newer trades « 
modern&stion of old ones, m developing transportstion and construct suitable aanitary dwell, 
inga in place of the i^cesenUay slums which defy all standards of dtcenoy and 
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direct the sraall amounts of national savings into the capital invest- 
ments that are to be made for developing the nation’s productive re- 
sources. As it is not the inadequacy of the capital resources s that 
is the main fear the timidity or shyness of the small savers has to be 
counteracted. Accordingly, steps must be taken by the Board of 
National Investment to tap new sources of supply which are not now 
thrown open into investment channels. Thereby there would not only 
be an increase of supply but the small savers would be encouraged to 
invest. The success of the Post Office Cash Certificates, the recent 
flotation of big Government Hupee Loans, the occasional booms in the 
matter of Company flotations in spite of post-war difficulties of bad 
trade and labour unrest and the increase of deposits in banks and the 
co-operative societies which was not however at the expense of other 
kinds of popular savings are a convincing proof of the fact that the 
savings habit is increasing and, provided safety and a certain rate of 
interest are assured, the development of popular savings under the aegis 
of the National Board of Investment would be a question of mere 
time.*’ The sum total of our past savings stands as a positive achieve- 
ment and must silence most of the jingoist talk concerning the in reas- 
ingly widespread poverty among our masses. 

The method of xoork of the Board of N. Investment. 

A rough outline of its work has already been given and the means 
to be adopted so as to make popular savings easily available for indus- 
trial investment would have to be considered. The inertia of the 
small investors and the difficulties besetting their path would have to 
be overcome. The following are the means to be adopted for flie 

S Sir Basil Blackett hazards a gaess when be says that abont 12 ciores of ropees can be 
nnnnnlly invested out of eevingi in Gorerament sernrities alone. See hia Budget Speech. 
1925-26. But an accurate estimate of the total iovestible savings is desirable. Also an idea 
of the dasses of people -who save is needed for a better understanding of our economic struo* 
ture and for securing right type of investments for the same either at home or abroad. 

8 nnless aoch a timely move is made it is likely that the Indian deposits of the Excban^ 
Banks and the premia amounts gathered by the foreign insurance companies conducting busi- 
ness in India wonld be finding investment outside the country. The Vice-Chairmsn of tte 
Lloyd's Bank admits that roughly Bi% of the deposits obtained in India are utilised in India 
and the rest utilised elsewhere than at the Indian Branches. Hence there is a great danger 
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encouragement of the investment habit on the part of the small 
investors. It has been rightly said that ‘investment is as much a 
science as engineering or astronomy.” The small investors are as a 
rule ignorant of the machinery or the science of investment. There 
are at present no means of securing this reliable information at a cheap 
price. The stock-broker exists only at a few places and in the absence 
of Stock Exchanges even in industrial centres it is really significant 
that there is a marked absence of “ sharks and bucket ^ops ” which 
abound in such numbers in other countries. If the people do not fall 
an easy prey to such unreliable guides still their very absence connotes 
that there is no guidance in the choice of investments and the wise 
spreading of investments is impossible without proper guidance. Like 
that of insurance the science of investment consists in estimating the 
probability of risks and of neutralising them through combination. 
Hence the Boaid of National Investment must undertake to collect 
authentic information as regards onr national savings and the general 
trend of the investment of these savings. The public debt policy of 
the Government can be framed according to the valuable light thrown 
on the total savings of the community and if the people perpetrate the 
crime of holding their savings in the shape Of unprofitable non-interest- 
bearing precious metals it can be curbed by bringing home to such 
classes the futility of such investment which acts as an impediment 
for further savings and has a profound effect on the future generation. 
Propaganda by the Board of National Investment on the individual and 
national advantages of thrift is essential. It should also place facilities 
in the bands of tbe people to enable them to store the small sums as 
they are being saved. It should come to the people and not wait for 
the people to come to it. 


The Investment Trusts. 

The Board of National Investment must be in a position to create 
real Investment Trusts and supervise and audit the same. Finance 

in admating tree aceeu to the foreign banka into onr moner centres. Similarly, tbe foreign ’ 
memnee companiea meat be forced to inreat in India a certain proportion, t.e., 76% at leoat 

"tiWy Boonritiea. See Vice-Obairman'a remarkeat the 
SiTa rff tboLIoyd'a Bank. 1028. The neceaaity to reinenre 

granted to thel '^ Wiatiawhy perrmaaion to invest 26% ontaide India is to be 
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Companies and Investment Trusts exist for the purpose of distributing 
the risk involved in the matter of investment by intelligently spreading 
it over a variety of sound investments and offei- sound guidance to the 
small investors under this heading. It has been remarked that unless 
a better return of interest is offered than that of the Post Office 
Savings Banks or the Co-operative Credit Banks it would be difficult 
to tap the savings of the small investors of the country. No such 
trust companies which place the small investors on a similar footing 
with that of the big investor exist to any extent. It is only an invest- 
ment trust that can help the small saver to avoid speculation by 
neutralisation of unavoidable risks, by diversification and by establish- 
ing a true balance between the nature of their future commitments and 
the nature of their investment holdings. The Investment Trusts must 
raise their own capital and float debentures to aid this working 
capital. This can be invested in a wide variety of securities 
always bearing in mind the principle of broad distribution of risks 
over many industries and over many countries or types of issue. 
Their clientele would chiefly consist of middle class investors who 
may be proprietors of the capital of these Investment Trusts or hold 
shares or bonds of other .companies as a result of their suggestion 
and pioneer purchase. The delusion that an investment in gilt-edged 
securities or Government bonds is superior to investment in shares of 
companies must be shattered. 

The true investment company differs from t&e issuing one which 
does financing business on a large scale. The British Trusts 
Association is a Corporation whose shar^olders are financial and 
investment trusts. It also undertakes underwriting on a large scale 
and is a central investigating organisation of any issue and propositions 
and undertakes to supply capital to approved British concerns and 
enterprises. It is a great force in leading and guiding the investment 


» In America there is a loose lerminology and the word Investaent Trnsta includes 
(o) Stock Conversion Trusts, (b» finance or holding Companies, (d investment tmsts. Even 
the real investment trusts of America cannot be considered as a desirable model for 
imitation for they invest only in domestic companies and limit their field of operation to 
cerlam select indnatries alone. There are few real investment tmsts Uke the Investment 
Securities Trost of America. Hence we have to consider the English model as worthy of 
imitaiaon. 
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the investment market 

otBriB* capital. toTCstment Treats are th™ iinportat “ 

mbiliaing aavtaga and the conaervativa private inveatora readily taW 

np those iasnea whieh are approved and held by the Invoo mo 
Trust Companies. 

Although our immediate object is not to export ca.pital, stiU tne 
small investor must be in n position to get accurate information and 
" play a safe hand ” in purchasing from the variety of good, bad or 
indifferent types of securities that are available. It is this idea 
underlying the Investment Trust that has to be borrowed and applied 
to organise Investment Trusts as there is no possibility of raising 
money cheaply at present. England could develop such institutions 
easily in the eighties of the last century which afforded easy economic 
conditions and money raised by paying 3i% could be invested abroad 
at 0 to &% rate of interest. Expert and alert management would be 
lare and difficult to procure at cheap remuneration. An Investment 
Trust requires active management of its portfolio by judicious invest- 
ment and re-investment. Again its holding of shares in any company 
must be so limited that directorial interests are not created thereby. 
Ample reserves should be created for emeigencies. They must insist 
on the people understanding the fact that stocks and shares are 
superior to bonds or debentuies. But if the Investment Trusts act 
in co-operation and under the rigid supervision of the Board of 
National Investment it would increase the popular investment on the 
part of shop-keepers, clerks, teachers, professional men, smaller 
landowners and the bigger ryots in the adjoining areas of the towns. 
The Board of National Investment should see that no income-tax is 
deducted at the source as these email investors investing through 
these Investment Banks fall below the exemption limit in most 
cases. Limitation of individual holdings of stock can be prescribed 
and rigidly adhered to. These Investment Trusts would be successful 
in developing the investment habit and pari passu with it we would 
be able to mobilise the popular savings of the small investors. The 
money needed for the capital expenditure of the Government of India 
and the Provincial Governments and the local bodies or the Provincial 

Land Mortgage Banks can be easily secured by this National Board 
ofJiH-estaMttasoingboiidBofita OWD Md a GoT«iimmt graraDtes 

ot interest woold be M>«cient to make these bonds popniat and this 
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method can be resorted to if the necessary funds for capital exponai- 
ture cannot be secured by the ordinary loan programme of the 
Government and the local bodies. The Board of National Investment 
can charge a slightly higher rate of interest on the loans made by it 
to the Government and local bodies than what it pays to the bond- 
holders. Eepayments can be arranged on the well-known instalment 
basis of annuities spread over a number of years. It can be authorised 
to lend to other companies at approved terms on approved securities. 
Without encroaching on private enterprise in any matter something 
substantial can be done in this direction of stimulating investments 
by tbe proposed National Bank of Investment. 

Mvnicipal Savings Banks. 

Tbe starting of municipal Savings Banks on the lines of tbe 
famous Birmingham Municipal Savings Bank has been advocated by a 
certain section of people as a proper means of encouraging thrift, 
leading at the same time to sound development of local municipal 
bodies. Whatever might be the opinion of the Municipal Savings 
Bank Committee of the United Kingdom it cannot be disputed that 
a wisely managed Municipal Savings Bank leads to the encouragement 
of thrift, the wise expenditure of the mobilised funds by the 
municipality and the circulation of a new civic consciousness in tbe 
minds of the people. It can invest the savings in mortgages or other 
securities. 

Theoretically speaking the widespread influence of the Municipal 
Savings Bank in the direction of promoting thrift and encouraging 
sound investment has not been disputed by the above committee and 
the general opinion of the observers of local financial development 
seems to be that unless such special conditions exist as at Birminghim 
it is not possible to meet with success,® A high civic consciousness 
among the people and an economic management of the bank are factors 
contributing towards its success. Without these favourable circum- 
stances it would not be in the interests of our municipalities to launch 
out on these doubtful schemes. 

8 See the Report of the Bradbury Committee appointed to consider whether it is 
desirable to permit a further extension of Municipal Savings Bank C. M. D. 3014(1928), 
See p. 34. 
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Difficulties ni their path. 

Until the lower classes of society have higher wages than at 
present they would not he in a position to save and deposit in the 
Municipal Savings Banks. It cnay lead to unfair competition with 
the cooperative credit societies working in the municipal area and 
the Post Office Savings Banks might also feel the brunt of competition 
and any withdrawal of funds from these concerns would affect the 
co-operative credit movement as well as the Government of India 
which at present enjoys the sole use of the Post Office Savings Bank 
funds. Nextlv the failure of the Municipal Savings Bank would 
damage the general credit position of the Municipality and it might 
also affect the credit standing of the other banks doing business wilh 
it. Municipal functions in the direction of health, educa'tion, road 
improvement and sanitation are more essential and an addition to 
this function would be like loading the willing horse, and might 
prove to be the last straw that might break the camel's back^ 
Finally the main danger of financing the " housing schemes " or 
“welfare schemes" with Municipal Bank deposits is the locking up 
of capital leading perhaps towards the borrowing of funds elsewheie 
at a higher rate of interest to repay the depositors. Under such a 
contingency the main advantage of securing cheap capital would be 


defeated. It would be leading towards piling up of fresh duties 
upon the already heavily burdened executives of our Municipalities. 
While these are the attendant disadvantages which can however be 
overcome to a great degree by limiting the withdrawals in a week to a 
special figure, by maintaining a portion of the assets in a liquid form 
and by entrusting the management of the bank to banking experts 
and freeing the management at the same time from undue interference 


at the hands of the Municipal body and treating all borrowers, the 
poor and rich alike, on an equal footing and conducting .loaning 
operations on strict businesslike principles, the possible benefit arising 
out of successful Municipal Savings Banks as promoters of thrift 
must not be forgotten. The possibility of securing profits by the Munici- 
palities which are hard pressed for revenue is another ‘incidental advan- 
tage which should be considered seriously. But when one glances at 
the Annual Administration Eeports of .the Provincial Gmernments 
90 
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as regards the work of local bodies we find gross incompetency, flagrant 
mismanagement, unbusinesslike way of doing things, infringement 
of legal rules, excessive laxity in the matter of collection of taxes and 
lack of supervision over subordinates.® It is impossible to entrust 
such bodies as the smaller municipalities with the task of Savings 
Bank’s work. The case of the District Boards and big Municipal 
Corporations is however different but even there Municipal Savings 
Banks must be subject to the supervision and audit of the Board of N. 
Investment. From the progress made by some of them in the post- 
reform period it can safely be expected that some of the executives of 
the bigger municipalities can efficiently manage the business of the 
Savings Bank but the question of its coming into competition with 
the existing agencies would remain unsolved unless they lower their rate 
of interest. 


Premium Bonds 

The proposed Board of N. Investment must explore the posd- 
bilities of floating premium bonds or *' bonus bonds ” as they may be 
styled. This idea was first suggested by Sir Montagu Webb who 
wanted the l!ndian War Loan to be issued on the bonus basis. The 
then Secretary of State for India Mr. E. S. Montague, was of opinion 
that unless the principle of distributing bonuses was accepted by Great 
Britain India could not follow the precedent of the Continental 
countries in this direction. Bonus bonds are advisable as they would 
appeal not only as an attractive form of investment but the chance of 
securing a bonus which may be distributed at each quarter of the year 
is ^ most appealing and provides active stimulus to investors of the 
middle and low^ classes. They cater to the present gambling in- 
stincts of people who generally bet on the race course and an issue of 
bonus bonds can minimise the gambling follies on the stock exchange 
as well. The issue of such bonus bonds or premium bonds as they are 
styled on the European Continent is bound to be of great use in 
stimulating thrift and accelerating the investment habit on the part of 
the lower and middle classes of our society. 

9 Pee India in 1926-27, pp 296-303. Even now we find some of the Provincial 
Governments anperseding the municipal executives for incompetenqr. 
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Jnstahiicnt system of securing shares. 

The Board of National Investment ahould also see that prominent 
jovnt^tock companies adopt the plan of the instalment system of 
calling shares to those who possess a banking account. It has been 
adopted at least indirectly to a certain extent by the co-operative 
societies under proper safeguards. The American people hove been 
in a position to adopt this practice on a wholesale plan and the small 
investors have not been too slow to take advantage of such facilities.'® 
The employee-share system can be adopted by enterprising industrial- 
ists and railway companies who can make available preferential 
securities. If the Board of National Investment supervises this scheme, 
this method is a snitable one for encouraging the small investors to 
invest in industrial undertakings. Some of the public utility companies 
in Americai specially the Electric Companies, have undertaken 
the cnstomer-share-purchase system. This is the only effident 
and desirable way of checking the spread of communism in the 
country. 


The sale of Government Securities. 

The External Capital Committee recommended the sale of 
Government securities. The present post office organisation is 
doing something in this line and the suggestion that village account- 
ants should be employed iu the marketing of such Government, 
securities thus cutting oat the complexities of the Stock Market, is a 
valuable one and might be adopted. Bat the Board of National 
Investment should devise continuous and lasting means and 
co-operative credit societies, and the district treasuries should be 
employed by it to make available Government securities of low deno- 
mination. It alone can pursue action resembling the famous 


® See.T. N. Catver, " The Present BcODemu Bevolotion in the United SUtes." See 
W80 ^ Bof^Ve ** X»Eboar*6 Mon^**' 

OheptMim** the Workmen Bs Stockholder.” Ooosiderdbte heedwey hae to be made 
in this wunta y before rt can be considered that this prograinoe is feasible. The labonm 
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American “ drive ’ for the sale of Liberty bonds daring the period of 
the recent war. Something akin to this was done on a small scale in 
this country during the war time and jpy means of posters, persuasion 
of Government employees and widespread advertisement in places of 
popular resort the Government of India was able to tap the small 
investors' savings on a large scale. It has already been noted 
that the Imperial Bank has done something in this direction. Other 
banks should undertake to sell or purchase Government securities not 
opiy for its customers but other public at recognised rates of compen- 
sation. 

■ The Indian joint-stock banks undertake the purchase of 
securities on behalf of their customers but their charges are very 
heavy. Brokerage fees of the broker, besides the commission to the 
bank, have to be paid by the investors. Instead of this double charge, 
f.e., brokerage and commission, the practice of the English joint-stock 
banks in securing half of the brokerage and paying another half to the 
broker has to be adopted. On the European continent Banks are 
members of the Stock Exchange and the orders of the investing clients 
can be executed without any heavy charges. 


Development of other sources of Capital. 

The other methods of incrensing capital supply beyond the 
development of bank credit and the perfection of the investment 
market must also be explored. Consumers’ thrift has been pointed out 
already as one important source of capital. Needy industrialists and 
agriculturists should convert their surplus savings into actual capital 
aiding their enterprises. The agriculturists can depend on the direct 
capitalisation method to a large extent. He can dig ditches and attend 
to other fields of labour in his spare time. Now that the Government 
have adopted the policy of steady and substantial reduction of the 
public debt the investors must be reinvesting the same so that a net 
addition to the capital supply of the country can be forthcoming. ' 
adoption of a definite plan for the redemption of the unproductive 
public debt and the preventing of the progressive accumulation or 
.debt would have to be undertaken. A sound plan of redeeming 
public debt would itself afford opportunities for encouraging the 
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inveatment habit on the part of the people. Beinveatment of income 
^bich the rich people receive as interest on dividends is another sonrce 
of capital strengthening the available funds in the investment market. 
Investment credit information should be supplied by specially created 
investment credit agencies which function on lines similar to Moody s. 
Poor’s and Pitch’s in America. Although Weekly Surveys of the 
Investment market are issued by the different newspapers yet the 
analysis of the investment credit position on the b.iBis of general ratios 
relating to the capital structure, earning power and market position of 
the industrial securities is not offered by any Indian agency as yet. 
The compilers of the Indian Inrestors’ Year Book ought to undertake 
this analysis before they can hope to increase the investment habit of 
the people in the industrial companies. 

Apart from checking the flight of capital arising opt of political 
insecurity, currency instability, oppressively threatening taxation and 
'attractive propaganda by foreign banks, a change in the industrial 
policy by the Government should attempt to induce the actual savers' to 
prefer home mveslment Institutions of investment finance like the 
Investment Trust and Investment Bankers can hope to accelerate the 
implanting of the investment habit in tlie minds of 'small investors. 
The inaccessibility of genuine Stock Exchange brokerB,*^ the nnavail- 
ability of good industrial scrip in small lots and the speculative 
tendencies of the managing agents themselves stand as an effective 
hindrance. These can' be overcome by the organisation of real 
investment trusts which have to be managed on approved lines 
by honest and capable directors well-versed in the science of 
investment. 


“ Bee my paper " Oan India becomr; a Creditor Country" read before the AB-lndia 
Economic Conference held aC Bombay, Tannary, 1982 

“ Sog^eitiona for impnmug the locel Stock Excbange are made in my paper. " Central 
SS^d"^ pnbUahod ,n tbe Calontta Review. See Elementaiy Banking. 
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CHAPTER XXV. 

Conclusion. 

The d«ly of the evsiing bonhii-The duty of the peepIe-The doty of the Stnte. 

Ihe duty of the existing Banks. 

In order that India might be proud of her banking system all the 
existing banks would have to perform in fntare a straightforward, 
upright and legitimate banking business. They should check specula- 
tion on the part of the public who occasionally take " flyers ” on the 
Stock Exchange with the help of bankers* money. They should keep 
proper cash reserve, rightly utilise their loanable money in liquid 
assets and be cautious in the granting of loans and in the proper 
selection of reliable and trustworthy clientele. The bank should take 
care to weed out numerous weak clients and refuse to mn any risk 
with those who fail to provide additional satisfactory securities when 
they requite additional accommodation. They should rigidly follow the 
" no risks ” system and should be careful in granting uncovered 
credit. Too hasty and too prolific concession of credit, long-term 
credit, neglect of the principle of division of risk and faulty selection, 
excessive loans to officers, clerks and employees of tbe bank, loans to 
bank officers or others through ** dummies ’ ’ loaning money directly 
or indirectly upon the bank's own shares and transac ions of a 
brokerage or commission business by tbe bank’s executive officers 
should be scrupulously avoided. So long as the Indian .banks adhere 
to these golden rules there is no danger as regards their self-preserva- 
tion but they must take care of their customers also and provide elastic 
bank currency which expands and decreases with the ebb and flow of 
business. The Indian banks should adapt themselves to the changing 
needs of their customers. Under the wise direction, legitimate 
persuasion, helpful intervention, and restraining influence of the 
Reserve Bank which has been cieated in their midst, these Indian 
banks should successfully function to provide this country with sound 
and automatic credit currency and such amount of short-term credit as 
is needed for its agricultural, industrial and trading requirements. Xn 
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addition to these principles the banks shoald realise that they are not 
mere dividend-paying machines. This is but to take a base and 
mundane view of their functions. Until they realise the loftier, nobler 
and higher conception of banking business these banks will not be in 
a position to fulfil their mission and sacred duty to our country. 

The duty of the people. 

It is neither the individual bank's conservative management nor 
the watchful guidance of the Beserve Bank that may successfully 
function in this couniry in the near future that can guarantee the 
soundness of our banking structure. The Indian people should realise 
that the ‘modern credit system is " an inverted cone resting on an 
apex of gold,” as Lord Avebury puts it. Sir E. Giffen rightly 
dbserves that ” our credit system is to be likened to the long arm of a 
lever and the' least touch on the cash basis displaces a weight of credit 
oii the opposite end.” B. W. Bain who continues Lord Avebury's 
ihetaphor says, ” the cone is a spinning top, the point alone on which 
it spins being of gold,, the over-hanging body consisting of paper 
credit. Confidence is the whipping which keeps tbe top revolving." 
A rude shock to public confidence involving the withdrawal of legal 
tender cash from the banks will poll the top to the ground. 

The late Sir Edward Holden illustrated this fundamental truth by 
means of an inverted triangle. Ihe dotted bottom of the apex is tbe 
gold basis of tbe whole superstructure. Withdrawal of a small portion of 
gold destroys a large portion of credit which in its turn affects a large 
portion of commerce carried on with the help of credit granted by tbe 
bankl So our people should have confidence in our banks. The 
depositors, other customers and shareholders should not lose their 
reasoning faculty at the first sign of threatened danger and withdraw 
their support from tbe banks. ^ Tbe banks should be doing sound 

1 Sncb a lack of confidence wee dieplayed nt tlie beginning of Ibe lete nar in 1914. 
Qniff. recently in Marcli 1924, there was a mn on the Bfaowanipnr Banking Corporation 
when it was known that one director had taken a loan of 8^ lakhs of rupees. Oar nationalist 
leader, the late Mr. G. B. Das, had to issue a manifesto to calm the minds of the depositors 
and his communique created confidence with the lesnit that the bank was saved from disaster 
q thpra vas such a run in 1926 on the Central Bank of India. Since that time it has often 
hffAn gt a tp d tbst laws shoald be enacted against mischief-mongers bent upon ruinins the 
credit reputation of our banks, 
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businffls and ihodepoBlots. other raslomera and ahatohddere * 

Moaeperfeet treat in them. They ahoald ha« motoal eonddenw 
Mid this inereeaea oonaialently rrith the grovrth of general proapenty 
and social sympathy. 


The duty of the State. 

A Reserve Bank has been created which is to be responsible for 
the currency, exchange, credit and financial policy of the country. 
The old and effete policy pursued by the previous Finance Members of 
the Government of India of consulting the Legislative Assembly in all 
matters of currency and exchange was partly good, partly bad and 
partly inefficient. The consulting of non-official opinion which was 
occasionally done was an important step. But it is extremely unwise 
to expect that in such complicated and involved questions of exchange 
and currency, where expert financial opinion has very often gone 
wrong, non-official opinion would fare better. Only a few of the 
members of the Indian Legislative Assembly understand technical 
matters of this nature and to depend on their advice is entirely 
contrary to the policy adopted by the other enlightened countries. 
Belying on public opinion upon technical issues is unwise economic 
statesmanship. The limits of public opinion must be openly recognised, 
its natural lethargy and inertia recognised, its vulnerability to the 
stalled presentation of propaganda understood and its unconscious 
social and economic bias properly managed. Viscount James Bryce 
who realises the deficiencies of public opinion says : ‘ The value of 
public opinion depends on the extent to which it is created by that 
small number of thinking men who possess knowledge and the gift of 
initiative and on the extent to which the larger body who have no 
initiative but a shrewd judgment, co-operate in diffusing sound and 
temperate views through the community influencing that still larger 
mass who deficient in knowledge and lacking interest follow the lead 
pven to them. Two dangers threaten all modern democracies. One 
is the tendency to allow self-interest to grasp the machinery of 
Government and turn that machinery to its ignoble ends. The other 
is the irresponsible power wielded by those who supply the peonle 
with the materials they need for judging men and measures The 
91 
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disBemination by the printed word of untruths and fallacies and 
incitements to violence which we have learned to call propaganda has 
become a more potent influence among the masses in large countries 
than the demagogue ever was in the small nations of former days. To 
combat these dangers more insight and sympathy as well as more 
energy and patriotism are needed than the so-called upper and 
educated classes have hitherto displayed. " * 

The sterling exchange standard has been adopted by the Legisla- 
ture in 1931 October and has continued to function till it was formally 
enthroned as our monetary standard in the Beserve Bank Act. The 
Government would have nothing to do with it as its managing body. As 
Dr. Marshall says, “ the function of the legislature as regards currency 
is to do as little as possible. Almost any currency of which the position 
is certain will do its work fairly well. Frequent changes in its basis 
disturb expectations and infuse a spirit of unrest into business. They 
may all aim at increased certainty but their effect must on the balance 
be increased uncertainty. They resemble the frequent waking of a 
patient in order to administer sleeping draughts.” ^ In the times of 
an extraordinary crisis or of a prolonged war when the inflation of 
currency is an inevitable expedient to finance the war, the Govern- 
ment treasury would be justified in manipulating it. Even then the 
aid and co-operation of the Central Bank has to be enlisted. Almost 
all civilised countries have left the regulation of currency and exchange 
to the automatic forces' of trade* expansion and contraction through 
the machinery of the Central Banks acting in co-operation with the 
ordinary joint-stock banks. Such enlightened and conscious regu- 
lation of credit and currency should be the ideal to be striven for. 
The Central Bank’s contribution towrurds stability should be the 
cheapening of this elastic credit and an effective control over it. 

The future of our Banking. 

By means of disinterested and painstaking investigation the 
Central Banking Enquiry Committee and the Provincial Banking 

* Bee Viscount Biyce," Modern Democracies, ” pp. 466-57 and 466 to 460. Bee Chapters 
XV and XXVUI. 

9 answer 11187, 189D Committee on Indian Cnrrenoy. 
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BMoiiy OommiMeea h»ya pointed ont thet the credit straolnre is not 
TOU-edapted to out ectnel requirements. Though their aetoal 
recommendationB were not -rirtually carried out they have bequeathe 
to posterity a mass of banking literature on the different important 
banking practices of this country -which even after the lapse of so 
much time aptly repays perusal. a?bere are several reasons which 
make the study of the foreign banking systems very helpful to us at 
this stage of banking progress in this country. Entering upon a 
as a modern state when the financial system of other countries 
has been perfected the problem of adapting the present financial 
^stem to suit the future needs of agriculture, commerce and industry, 
becomes an easy task if a keen and comparative study of some of 
the suitable features that can he borrowed is made by a competent 
set of observers. The remodelling of our present financial system 
on the basis of the accumulated experience of others is the only thing 
feasible. The pioneering work in banking need not be done by this 
country and Indians might after all be unfit for this work. The 
task of learning things by a process of trial and error is too tardy and 
is bound to produce disastrous effects in the absence of individual 
initiative, efficiency, energy and management. Now that the Bank- 
ing Committee has examined the banking technique already in exis- 
tence it is time we onght to take advantage of the results of the 
genius of other lands. With doe regard to our special conditions and 
limitations we can make use of the lessons we learn from other 
countries. The task of creating a new banking organisation would 
undoubtedly have to be attempted by the people. 


State’s duty towards depositors. 

Although I agree with the opinion that the interests of the deposi- 
tors of the bank have to be safeguarded I conaider that there are 
other iinportant issues to-day and the All-India Bankers’ Association 
can do immenae service to the pnblic and secure manifest advantages 
to the banks by subjecting the present banking technique and actual 
^actice of the credit institutions to a careful and expert consideration, 
^ndammtal changes ate necessary in the banking business tbiongbout 
the country. Until the depositors ate convinced that everything possible 
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is being done to enable the banks to properly invest theii funds, 
there will be no prosperity for either the depositors or the banks and 
the economic progress of the conntry would be impossible in the 
absence of strong banking institutions thoroughly deserving the utmost 
conBdence on the part of the depositors. Until the depositors are 
given a share in the working of the banking business no 
eflBcient organisation of banking is possible. In the complete 
reconstruction and new orientation of the banking business the State 
has to play a fundamental part and without its active supervision of 
the banking units a better and more effective utilisation of the hoarded 
wealth would not be forthcoming. Without an adequately developed 
banking habit the banking system of the country cannot hope to 
secure a large quantity of working capital and finance the evergrowing 
requirements of agi'iculture, commerce and industry. It is by this 
method alone that a real improvement in the standard of living can 
be brought about. 


Other important issues. 

The subject is indeed too large to permit of my entering into 
detail on this occasion but I am convinced that the All-India Bankers’ 
Association must hold the most disinterested and painstaking investi- 
gation into the principles on which a Central Bank of Issue has to 
be worked and also outline the operations that it has to uudertake. 
Its position as the central institution and custodian of our mone- 
tary resources has to be carefully outlined. Without the successful 
working of a Central Bank the monetary policy cannot be shaped in 
an intelligent manner so as to prodnce the greatest possible benefit 
to the entrepreneurs of society and cause no loss to the revenues of 
the Government. It should succeed in establishing a banking system 
which can adapt itself to the expansion and contraction of legal tender 
currency as would happen normally in seasonal periods of the year or 
in such abnormal events as a banking and commercial crisis. A re- 
examination of some of the important items of the Beserve Bank 
Act and the filling op of the gaps * are essential preliminaries. It has 

* See my Lecture on *' Gape in the Reserve Bauking Act." Lecture deliveied at JlasuU- 
patam quoted in the Hindu (Madras Daily). 
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Mbappened that the Imperial Bank alone baa been selected- aa Ibe 

Bolc agent of the Beserve Bank. It has led to the setting up of the 
cry of favouritism. The Imperial Bank should not be the only “ pet 
bank. In the interests of banking progress it is essential to appoint 
other sound banks for its agency work. Even now the Pederal 
Government of the U. S. A. places its balances in some of the national 
banks. It is indeed true that this system has its own defects but in 
the peculiar circumstances of our country it is hard to expect the 
general public to repose trust in such banks which are not selected as 
depositaries of public money.* 

Likewise there should be no restriction on local governing bodies 
to place their deposits in any bank they may choose. Already some 
of the District and Local Boards are depositing their balance -in the 
Co-operative Central Banks existing in their centres. The prevailing 
practice in the Scottish Banking system favours this idea. There is 
been competition on the port of the existing English joint-stock 
TtnnirR to secuto tbc acoounts of Municipal bodies and other quasi- 
Government oiganisations. 

The AU-lndia Bankers' Association has to suggest measures for 
the proper re-oiganisation and effective co-ordination and linking np 
of the up-oonntry monetary centres with the provincial and national 
money markets of the country in Bombay and Calcutta. 

It has to examine all credit instruments of evidence of indebtedness 
in connection with loans and discount buriness and bring about uni- 
formity in bills of exchange, acceptances, bonds and stocks and 
debentures. The American Acceptance Council and the Anior;np ,n 
Bankers’ Association are trying their level best to substitnte standard 


. » Dae practice of a^oi&Uog aifferent benki as agente of the Troaenry vbb once con- 
templated in this conctiy. It ^rascnggeated in 1861 that the Bank at Agra was to be 
given fbe Treasnty Work at Agra andlraoknow while the Bresidescgr Bank of 
tobe given the Tteaemy Work at Allahabad, Ddbi, Lahore, Jnbbulpore and Nagpote 
Thie was to a certain extent reiponeible fortbe branch e^ansion policy of the Breeidency 
banks. So the snggeation of appmnUng other banks as agents of the Beeetve Bank deeerm 
^naibfcre-examinationin ndispaesionalemanner. The main advantage of anch a steo 
is to give the eelected banks good prospects of pure development and asentes them of a settled 
^ition. m attendant disadvantage of Qovemmeat fnnds b^g lent at different rates 

bf Gompenng banks would ensne and if there are too many depositaries it is liMy to react 

ndvatselv on the sUndiiWi nf on., . / w> react 


ndv^ly on the standard of banking. Tb^ advantages prom.se to outweigh the noaaiblB 
disadvanteges and for a few yeaia thia practice has to be carried out under p,.-* ..v 


)r proper eafegnatds. 
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forms. The necessity of employing uniform phraseology for the 
various forms of credit instruments, instructions and advices need 
not be emphasised by the present writer. 

Another useful point of enquny would be to make a detailed 
study of the extent to which machines can be used in banking offices 
in connection with heavy statistical work in the office. Accounting and 
tabulating machinery are being brought into increasing use by the 
American banks. Like the Indian Bailways which are mg-lring an 
increasing use of these machines the banks must be able to adopt 
them so as to cope with the increasiog volume of work without 
excessive additional cost, sacrifice of accuracy and speed in work. 

The All-India Bankers' Association should point out the steps 
necessary to fuse the indigenous bankers, shroffs and other mon^- 
lending intermediaries as integral parts of a properly organised 
banking machinery. The possibility ‘of developing them into modern 
bankers or bill-brokers as was successfully done by the Japanese 
people in their country must be investigated. 

Nextly the All-India Bankers’ Association has to enquire into 
the different types of banks that are essential for the countiy. Any 
healthy community requires several distinct groups of banks whose 
special functions should be mutually exclusive. How far State aid 
or the sympathetic attitude and discriminating help of the State can 
be invoked for the purpose of initiating these diverse types of banks 
such as exchange, industrial, mortgage and investment bank has to 
be studied. The success of the Co-operative Movement is undoubtedly 
due to State enterprise from the outset maintained to a certain extent 
even to the present time and the method by which audit and super- 
vision were enforced have proved very effective. The State has 
demded to take the initiative in helping the land mortgage banks. 
Its systematic efforts aided by the co-operative action of the public 
would tend much towards the economic re-organisation of the agri- 
cultural industry. The local moneylenders who might lose their 
privileged position on the introduction of land mortgage banking 
cannot hope to offer any effective resistance to official policy. 

Indian banking autonomy is no less essential for the economic 
progress of the country than political autonomy or freedom to for- 
mulate measures for the social improvement of the country. Unless 
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a new spirii is infased into the existing banking units so as to 
rationalise all their banking activities any attempt to adjust the supply 
of credit to the probable demands on the other side cannot succeed. 
Till a thorough rationalisation of the banking industry exists agri- 
calturOi commerce and industry cannot base them estimates for years 
ahead and they cannot be established with any degree of strength, 
capacity or success. Bationalising of banking by introducing the 
much needed element of specialisation by diversified banking units 
seeks to make a scientific study of the existmg industries and 
industrial potentialities of the country to promote industrial progress. 
Bationalisalion of banking seeks to promote the specialisation of 
credit and the more emcient use of credit. It is to the banker, the 
chemist, the physicist and the engineer that India has to look to 
recreate her economic conditions and lead to the fuller utilisation 
of her small and dormant hoards of precious metals and a better 
working out of the industrial opportunities thereby increasing the 
total wealth of the country and the prosperity of the people. 
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(a) On the Snd of the month. 

See the Zteport of the Con( roller at Currency tar ID33'S4 (p. 74). For prerions years these 
Reports may be consulted. 

Lessons to be draton from the above tables. 

1. In tlie ear]jer editions we noticed the wide range of the 
fluctuations of the bank rate between the slack and the bu.-ty seasons— 
July to October is the slack season where money rates are easy ; cash 
balances are large during this period and the bank rate and the 



appehdix 


720 


Imperial Bank Haadi Bate are mainly dependent on the cash balances 
of the Imperial Bank. Since these lines have been written the um- 
fonnity of the bank rate all throngh the year is a noticeable 
feature. 

2. Note the lack of uniformity of the rates in the different parts 
of the country. The Bombay rates easily disclose the competition that 
exists for the bill-discounting and the nearer approach of the bazar 
rate to the Imperial Bank Hundi Rate. 

3. See the diversity of money rates in the Indian money market. 
Besides these there are deposit rales and the loan rates for the different 
binds of securities that are offered as collateral. 

4. Note the high rate which the merchants have to pay in the 
bazar for getting their bills discounted by the indigenous bankers. 
If this rate is to be lowered as it should be in the interests of the 
traders and consumersi the indigenous bankers or the shroffs should 
secure greater funds through the joint-stock banks and specialise in 
discounting bills. So long as they pay slightly higher deposit rate 
than the joint-stock banks there is no reason why they should 
be deprived of this source of working capital. For a discussion of this 
measure see the chapter on the Indigenous Banker. 

5. The most remarkable fact which has escaped the comment of 
all financial experts is the exact coincidence between the Imperial 
Bank's Bank Rate and the Hand! Rate daring 1927-28. If such 
conditions were to prevail in future the Bank Rate will meatn, as in 
the case of the Local Money Market, the rate at which first class 
bills are discounted by the Imperial Bank. Since these lines 
have been written the Imperial Bank’s Bank Rate as well as the 
Imperial Bank's Hundi Rate are the same during the year 1933-34. 

6. Note the changes in the call-money rate of Bombay where the 
rate is usually high. Sometimes the nervousness prevailing in the 
money market is leading to the appearance of high call-mon.*v 
rates. 


92 
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A Brief Account of the Early proposals for a Central 
Bank of Issue. 

The proposal for the establishing of a great banking institution ^ 
which is to be a quasi-public institution can be traced to a very distant 
date. '■ It was in November, 1936* ** “that a body of merchants 
interested in the East Indies approached the Court of Directors of the 
Bast India Company with the proposal for a great banking establish- 
ment for it would facilitate the employment in India of the redundant 
capital of England, stabilise the monetary system and be of great use 
for the receipt of revenue and for the remittance to England of the 
money required for the home charges and to enable the East India 
Company to act up to the intentions of the Legislature." This proposal 
was referred to the Bank of Bengal for consideration. It was of opinion 
that it was capable of doing the aforesaid business without having 
recourse to England. Thus ended the proposal and nothing tangible 
came out of it. 

The second mention of such a great banking establishment was 
made by the Bight Hon’ble James Wilson while advocating the 
establishment of state-managed currency in India. ^ Mr. Samuel 
Laing, the next Finance Member, also viewed the proposal favourably. 
In his view ** a Central Bank with State connection as exists between 
the Grovernment and the Bank of England would be a great con- 
venience to commerce and an important resource to the State." ^ 

* Sea the Parliimeatary Papers relating to banks pablislied in 1808-70. A still earlier 
pn^osal of hfr. B. Rickards made in 1809 deserros mention. Considerations of space forced 
me to omit a dfscnssion of this scheme. A brief disonssion of it will be in my doctorate thesia 
“ OrgHnised Banking in the Days of John Company.” 

I Prtqpoeals have been made for <he parpose of establishing on a large scale and ivilh an 
adequate capital a national banking establishment capable of gradually embracing the great 
banking operationa in India and of its branches to the interior trading centres as opportnniiy 
might offer. That theie la a growing want for snoh an instiintion and a rapidly increasing 
field for its operations no one can donbt. 

See Parliamentary papers relating to Paper Cnrrency in India, 1861, 

> See Iffinnte, dated 7th May, ISSi, 
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The next attempt to create a Central Bank was made in March, 
1867, when the old Bank of Bombay failed and the Bank of Bengal 

ptopo’sed an amalgamation of the three Presidency Banks According 
to Mr. Gr. Dickson, the originator of the scheme, the following were 
the advantages to be expected out of it. “ It would meet the legitimate 

requirements of commerce, control the recurring monetary crises and 

secure an unvarying management of the Treasnries under a controlling 
power; afford a certainty of greater economy in the use and distribu- 
tion of the balances throughout in India, provide for a uniform 
management of the paper currency and of the public debt under the 
same safeguard but with enlarged aecurity and create a powerful 
agent in aiding them in all their financial resources and whose power- 
ful action would be felt thronghont the country." Although the 
Government contemplated indncing men of commercial ability and 
experience as^well as men of high standing and character to come to 
India and manage the Central Bank the proposal was not carried out 
as the shareholders of the Bank of Bombay negatived the scheme. 
The Viceroy condemned the proposal on the ground that the influence 
of such an iostitution would overshadow that of the Government itsdf ; 
that such an institution would be difficult to manage and that Madras 
and Bombay would prefer separate institutions to look after their 
interests. The Government had to pass Act XI of 1876 reconstituting 
the busiaess of the Presidency Banks to cope with the needs of the 
situation. 

The creation of a Central Bank of Issue on the model of the 
Nederlands Bank was suggested in 188i but *' it was not cared for on 
the understanding that India possessed a sound banking and currency 
system." * 

During the years 189.M901 measures for the establishment of a 
Central Bank were in the air and there was much correqmndence on 
this subject between the Secretary of State for India and the Govern- 
ment of.India. This question was keenly discussed by many of the 
witnesses who appeared before the Fowler Committee of 1698. Alfred 
Eothschild elaborated a scheme of his own for a State Bank to arise 
out of the three Presidency Banks. The Central Bank waste be 
started with a capital of £14,000,000 sterling to be held partly in gold 

* ffir Richsid TTemple, India in X880, p. 469. 
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and partly in secuiities and it was to be granted the power to issue 
botes against the whole of the capital. The Presidency Banks were to 
be amalgamated with it. It was to hold Government balances and to 
have the right to import silver free of duty and to share in profits of 
coinage. It was to take no part in Foreign Exchange bnsineps but to 
confine itself to internal operations. The Government was to come 
to the rescue of the bank to the extent of £10,000, 00. Sir Edward 
Hambro, one of the members of the Fowler Committee, wrote a separate 
memorandum urging the establishment of a State Bank modelled on 
the Bank of France. * He thought that the Central Bank would 
give great assistance to the Government in the matter of regulation with 
reference to the convertibility of the rupee and would act as an 
initiator of banking facilities like the bank of France. The Secretary 
of State for India referred the proposal to the Government of India.* 
But Sir Edward Law, the then Finance Member, negatived this 
magnificent proposal on the following grounds: “ There is under the 
present condition no real necessify for the foundation of such a bank 
in the interests of trade and although the existence of a strong bank 
with abundant resources would be useful in connection with possible 
exchange difficulties and would from other points of view be convenient 
to Government, the direct cost of the establishment would be greater 
than I venture for acceptance. I am convinced that it is unnecessary 
to establish such a bank for the assistance of trade and unprofitable 
as regards the provision of assistance in connection with possible 
exchange difficulties, but still if practical difficulties could be overcome 
it would be distinctly advisable to establish such a bank so as to 
relieve the Government of the present heavy responsibilities and to 
secure the advantages arising from the control of the banking ^stem 
of the country by a solid powerful cenfa-al institution. The difficulty 
of securing a suitable Board of Directors having the necessary 
leisure to do business is very great. There are practical difficulties 
in the way of amalgamation arising out of provincial and personal 


S He might necessarily have derived this saggestion from Ifr. Ellis who just wrote ifl 
this effect so long ago as 1870. t , 

8 Bee paragraph 9 of Despatch from the Secretary of State No. 140 (Fmancjal) 25th July, 


1809. 
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jealomies.” " The Secretary of State considered the proposal to be 
a .rood one But as time was inopportune * the pioposal was laid 
aside as an impracticable one in the range of pactical finance. 

Lord Curzon favom-ed the idea of centralisation of banking 
facihlies to be secured by the amalgamation of the Presidency Banks 
and proposed to grant access to it to the London Money Market thus 
" enabling it to act as a permanent and stable link between the 
English and the Indian money markets.’* ’ The Presidency Banks 
however objected to the creation of a Central Bank by consolidating the 
Presidency Banks and the idea had to be dropped once more.” In 
spite of the recommendations of the informal conference nothing conld 
resnltoutof its recommendations as the Presidency Banks refused to 
coasido: the question of amalgamation. 

Daring 1910 and 1913 fresh proposals for the starting of a Central 
Bank wan made and the most prominent of such proposals were those 
of Sir Edward Holden and the London Tunes. The Under<Secre- 
taiy of State for India, Mr Montagu, frankly approved the idea of a 
State Bank. 

In 1913 Lord Crewe invited the late Bir Lionel Abrahams of ibe 
India Office to draw up a memorandum on the subject of the Central 
Bank. According to Sir Xdonel tbe depositing in this institution of 
tbe whole or the part of the money kept under existing conditions in 
tbe district and reserve Treasuries would place plenty of funds at the 
disposal of trade and industry.” The substitution of tbe drafts on the 
London Office of the State Bank for Council Bills, the borrowing 
power of the Government both in India and England were the other 
advantages commented on by Sir Lionel. But he considered that 
“ the banks of Madras and Bombay would lose their importance and 
that certain technical difficulties between London and India would 


* 6cb Sir Edvard Ijbv'b Minnie on the Cenlral Bank ^jiosal, January 81, 3901. 

* Paperg relating to State Bank printed in 1918 from the Gazette of India tl899>19Ql 
pnblications), p. 88. 


» See bis apeech on tbe Preaidenar Banks Bill— Friday 1st September, 1899 

? rt! ”** 1899. to the Secretary of tbe Govern- 

ment of Bombay, Finance Department. 
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have to be overcome.” “ This memorandum was placed before the 
Chamberlain Commission. * 

The Chamberlain Commission found it difficult to the 

State or Central Bank proposal owing to the absence of anything in 
the nature of a concrete scheme and even of any general statement 
as to what was implied by the phrase “ State or Central Bank.” It 
requested Mr. J. M. Keynes and Sir E. Cable to draw up a memo- 
randum on this question. With the help of Lord Inohcape, Keynes 
drew up an elaborate scheme and this report was more optimistic about 
the working of the State Bank than Sir Lionel's. Keynes pointed out 
the defects of the existing banking machinery and money market and 
according to him the best way to strengthen the position was to have 
a State Bank. Keynes stated the numerous objections to the scheme 
and disposed them off with easy and effective reasoning. The Cham- 
berlain Commission recommended the appointment of a body of select 
experts to consider this question. During the period of the war the 
question was shelved and the Hon’ble Mr. (now Sir) B. N. Sarma's 
resolution upon the State Bank gave scope for discussion. In place 
of the State Bank the present Imperial Bank was created in 1920. 
But its failure to act as a real Central Bank for the banking i^stem 
of the country soon opened the eyes of the people and Pandit Mala- 
viya voiced tRia sentiment before the External Capital Committee. 
The Hilton-Toung Commission took up this issue which was so long 
and indefinitely delayed and has done signal service to the country 
in recommending the starting of a Central Bank of Issue to be styled 
the “ Eeserve Bank for India.” 

See Sir Abrihame’ Memorandnm, Appendix JTo. 14— Interim Report of the 

Cbamberlain Conuniesion. 
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The Presidency Banks. 

The absence of vigorous and stiong private banks, the circulation 
of ‘depreciated currency, the lack of artmoial capital, arising from 
credit, or the circulation of paper money, the non-existence of a 

money market which made it difficult for the Government end the 

private busineasmen to borrow on easy terms, the scarcity of specie 
and the abnormal influence which local bankers exerted on the value 
of the Treasury bills i of the Government soon prompted the finan- 
cial advisers of the Government to recommend the starting of a quasi- 
Govemment Bank which would afford sufficient security to the public, 
provide for a faithful administration of its affairs and enable the 
Government in times of sudden emergency to obtain necessary finan- 
cial aid and regain their credit in the money market. 

In addition to the financial embarrassment of the Government 
the < inftTifiin.l credit and prestige of the Government was at a low 
ebb and the Government paper could not circulate at par and a 
heavy discount was attached to the different denominations of the 
Government securities.’’ To core these different evils the starting 
of a bank aided and controlled by the Government, which would 


1 The origin of the present bank was dne to the Accoontant General, Beni; St, George 
Tncker As the best method to improve the state of finances be suggested the foimation of 
aqaari-GovemmentBankin alettertotheMaxgnis of Welleslqy (14th July, 1601). It is 
advantageons to note his objeotions to a Government Bank for these are the very gronnds on 
which the State Bank soheme is criticised daring the modem days. “ It would not be 
diitingmshed from the Government’s Troasniy, the public would consider it an ungina of state. 
It would be involved in all the transaotions of the Government and there is reason to appie> 
bend that the publio under these citcamstancBS would not have sufl&sient confidence in it. 
It would necessarily participate in the Govetnment'a diatreas and ita credit would be least 
whan there might be the greatest CQaasion for credit in tunee of publio calamity.” (Quoted 
from Henry St. George Tuoker’a mtwasm rrf the Madras Baidt’s plan started by Lord 
Wilhsm Bentinck in 1806.) 

* Sm the issues of tbe Asiatic Annual Begisters, June, 6, 1808.1808, p. 6; April. 26, 
l^U w p. 96; Auguat, 24, 1804. p. 98; June, 1806, March, 24. 1805; April, 2o’ 
Isn-Bubaequent iaanes give the gnotation of the different forma of Gompany’a paper 
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be a part-proprietor of it, was at last undertaken in 1806. The 
Bank of Calcutta was organised in 1806, with a capital of sicca 
Es. 50,00,000 in 500 shares of Bs. 10,000 each." The Government 
of Bengal contributed about one fifth of the capital. Although 
this original capital of the Bank was increased successively during 
later years as in 1836, 1838 and 1864 the portion of the Govern- 
ment capital did not increase in doe proportion. In 1876 the Govern- 
ment thought it wise to sever its connection with a commercial body. 
It relinquished the right of representation on the Board of Directors. 
Up till this year the Government nominated three Directors to parti- 
cipate in the Board of Management along with six other mercantile 
directors elected by the shareholders. The Secretary and Treasurer of 
the bank was always a covenanted Civilian Officer until 1854. 

The bank received its charter of incorporation on 2nd January, 
1809, and the name was altered to that of “ the Bank of Bengal.” 
The charter not only defined the objects for which the bank was 
created but it prohibited the bank from conducting certain opera- 
tions which would have brought disaster on the bank. A careful 
comparison of the different provisions in the charter with those of 
the 1695 Charter of the Bank of England, will lead one to the conclu- 
sion that the Indian institution was modelled carefully on the 
English original. Like the Bank of England which was prohibited 
firom lending more than what the Parliament sanctioned, the Bank of 
Bengal was also prohibited from lending more than one lakh to any 
individual and five lakhs of Rupees to the Government. The bank’s rate 
of interest was not to rise higher than 32% and the Bank of England 
was also prohibited from raising its rate above 5% till the year 1=39. 
It was after repealing the usury laws in that year that the Bank of 
England - could discover the effective control exercised by its discount 
rate in the L. M. Market. The amount of stock which any share- 


3 Tne bank began bnsiiiBss with tbe public on Sod June. 1806, althongh tbe first call 
of the ebata capital was received on Msj 1st, 1806 Dr. H. Sinba says that Symes Scntt 
has failed to mention this fact However this is an oversight, for on p. 13 of his printed 
and circnlated book the History of the Bank of Bengal, the Calcntta Gazette advertisement 
with reference to the commencement of the actual business was actually quoted. " Mon ley. 
and June”— was distinctly mentioned on p. ISof the book. He later on mentions tliat 
accounts with individuals were opened from Monday the Bod March, 1807. 
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holder of the Bank of Bengal could hold was limited to one lakh. 
The bank could not conduct trade or do any other kind of agency for 
the buying and selling of public securities or goods. The Charter also 
provided that (1) a cash reserve of at least one-third of the outstand- 
ing liabilities payable on demand shonld be kept and (2) the total lia- 
bilities of the bank including deposits, note-issue, etc., were not to 
exceed the bank’s capital of Es. 60 lakhs.'^ The Charter provided for 
2 meetings of shareholders yearly and contemplated the possibility 
of patting an end to the corporation after giving one year’s notice 
to it. 

The Charter of the Bank of Bengal was renewed in 1823 * per- 
mitting the bank to issue notes up to 2 orores and the proportion of 
cash to liabilities was reduced from i to i. In 1824 a frand 
was practised and the dividend rate fell to 2^ per cent. In 1825 
the bank opened its first agency at Benares by transferring the 
Government stock to that place and selling it there and negotiating 
drafts against the proceeds thereof. The bank began to issue post- 
bills by 1826. A room was set aside for sale and purchase of public 
securities between 2 an 1 3 p.m. In 1829 forgeries were conducted 
by one Rajkissore Dutt. Daring these years, 182D-1832, the Agency 
Hooses of Galculta failed and the Bank of Bengal had to experience 
a severe crisis and break several provisions of its Charter. To avoid 
the cataclysm of ruin and failure the Bank of Bengal bad to pursue 
the expensive theory of lending freely to some of the solvent firms 
enmeshed in difficnlties as a result of the failure of the commercial 
firms of the city. The first half-yearly balance-sheet was published 


* J. B. Unmyate, footnote, p. S. 

In order to meet the glowing laqniroments of trade of the extended population of 
Oaleatta it waa proposed to double the oapitnl in June, 1832. The bank aent in a letter 
tothateSeotto Lord Hastings. The Gorernment did not feel inolined to satisfy the 
bank’s wiahea in this respect and as a compromise suggested by the Accountant General, J. 
W. Bherer, it was propose 1 to permit the bank to iocresse the uote-iaaue to four times the 
capital and the Chatter waa granted for a period of 6 years. Another benefit whioh the 
Goremment conferred on the bank was the remisaion of Govemment bonds deposited aa 
aecutify for receipt of bank notes. 

be token up under the bank's management in payment 
of the debts of Alexander & Ca which failed. Bee Bnmyate, "An Account of the Proaidenpy 
BankSi p. 6« * ^ 
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in 1833. In the year 1834 the value of bank shares fell from Es. 6,000 
to Rs. 600 premium and even to par due to dividend ieing written 
off for losses on account of forgeries. But the bank survived these 
bad days and began to prosper gradually. By the 1836 Charter tbe 
bank capital was raised to 15 lakhs of Company’s Rupees.' Not 
finding this sufficient to cope with the increasing competition of the 
Union Bank it soon obtained permission by Act XXR^ of 1838 to 
raise its capital from Bs. 75 lakhs to 112^ lakhs of Company’s rupees. 
A fresh charter revised most of the older regulations with reference 
to loans ” and permitted the bank to conduct even exchange opera- 
tions but they made the significant addition of the words “payable in 
India ” after the words “ buying and selling bills of exchange " as a 
result of the suggestion made by Director Cockerell. An agency was 
opened at Mirzapore and the bank began to extend its usefulness to 
its customers by undertaking to realise interest on Government and 
other securities on behalf of its clients. Up till 1854 much of its 
business consisted in investing in Government securities and lending 
on Government securities. Act XXI of 1854 empowered <he Depufy 
Secretary to sign for the bank and power was given to advance 
against shares of guaranteed railways. Another modification was 
introduced by Act XXVTI of 1853 which permitted tbe bark to re- 
ceive, purchase, sell and realise interest on securities and shares at the 
same charges which hold good at the present day. The first weekly 
statement was issued on 16th -January, 1856. A glance at the balance- 
sheet would reveal the nature of the bank's transactions at that time.* 


? After the Sicca Bapee the Compaay'a Bnpee (the present rapee was adopted in 1835 


and the Bank of Bengal had to adopt it in its accounts fioro 1836.) 

* The former limit of advance, i.e., 1 lao, was raised to 8 lacs. Another salntaiy measme 
was the provieion for the formation of a Beserve Fund which was not however to exceed 
6% of the capital stock of the bank. Permission to open branches was also granted; the 


regulationB with reference to tbe cash reserve remained nnaltered. 


9 LtabiliUes. Bs. a. t . 

Bank's Capital ... 1.07,00 000 0 0 

Beserve Fmd ... 1,98,245 8 0 

Cnrrent Accounts ... 86,76,740 14 1 

Other claims ... 97,892 9 10 

Bank Notes and Post 1,46,86,852 9 11 

Bills. 


Assets. 

Govt. Becnrities 
Dne from Govt. 

Mint Certificates 

Cash 

Loans 

Govt. Billd discounted... 
Mercsntile Bills 
Dead Stock 


Bs. A. r. 
25.18.796 6 10 
22,459 910 
48.94,149 15 11 
61,29,708 4 2 
1,76.08,819 9 9 
94,806 7 7 
28,30,187 9 9 
1.68.80311 4 


Total 


Total ... ® 
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The business of the bank began to increase and about ten European 
Officers furiliehing adequate security were employed to cope with 
the increasing work and a new satisfactory system of working with 
cheeic Ledgers in English was introduced.*® Thanks to the vigi- 
lance of the Government Directors, the Bank of Bengal did not 
contract any bad debts during the days of Great Sepoy Mutiny of 
1857. Although the percentage of cash went down to it 

escaped disaster. The distrust of the Indian people was so great 
that they took the earliest opportunity to convert the bank notes into 
silver. Credit was severely contracted during this great financial 
upheaval. The bank soon regained its lost business and by 1862 it 
began to open branches in Bangoon, Mirzapore, Benares, Patna and 
Dacca. , Owing to the inauguration of the Government Paper currency 
in 1862 the Bank of Bengal, like its sister institutions of Bombay and 
Madras lost its privilege of note-issue. 

In order to compensate the loss it was agreed to transfer the 
General Treasury to the bank and the minimum guaranteed sum of 
SO lakhs of rupees was to be granted to the bank as Government 
Deposit. The bank was to be given yearly payment of Bs. 43,606 
as cost and expenses to the bank for carrying on the work of the 
Government Treasury. It was also arranged that the management of 
the Government currency was to be placed in the hands of the bank 
and a commission of it % per annum on the daily average of cun’ency 
notes outstanding and in circulation through the said agency of the 
bank was to be given to the bank. The Charter of the bank was 
revised in 1862 permitting the bank to raise its capital from 107 lakhs 
to Bs. 300 lakhs and empowered the bonk to frame bye-laws and to 
enter into agreements with the Ghivemment and advances against goods, 
wares and merchandise which were not of a perishable nature could be 
made. The regulations with reference to loans to individuals .were 
removed. Although the power of control remomed unchanged in the 
hands of the Government great freedom was granted to the bank’s 
officers in the matter of framing bye-laws. 

The Bank of Bengal soon opened branches in Allahabad, Nagpore 
and Lucknow and began to manage the treasury work at Nagpore, 
Saugcr, Jubbulpore, Patna, Bangoon, Dacca and Cawnpore.** The 

See Syuee Boult, “ Hietoiy of tbe Bank of Beogol." 
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management of the Government Savings Bank was taken over jn Ist 
September 1863, and Symes Scutt says that “ a monthly compensation 
of Rs. 750 was granted for this special work on behalf of the Govern- 
ment." The bank began to increase its capital in 186J and branches 
at Moulmein and Hosingabad were opened in 1865. The manage- 
ment of the Registered Public Debt at Calcutta was entrusted to it 
and Rs. 3,500 were to be paid yearly for each ciore of the Registered 
Public Debt managed by it. It was deprived of the Agency of note- 
is.sue and the termj of agreement with reference to Government 
deposit of cash balances were revised in 1866. The average cash 
balance was to be 70 lakhs at the Bank of Bengal but if it was to fall 
below 45 lakhs interest was to be paid on the difference between the 
actual deposit sum and minimum deposit of 45 lakhs. The bank was 
permitted to use the Government balances at the branches. It was 
also settled that Rs. 24,990 paid for branch establishments was to 
cease after 1st March, 1869. 

The Bank of Bengal had to experience another troublous period 
fiom 1863-66. As the Bank of Bengal locked op its funds to a great 
extent it was unable to meet the demand of the Government on the 
public balances it held under its custody. 

Although a very severe crisis occurred in 1866 and six prominent 
banks had to be closed in Bombay, the Bank of Bengal, thanks to the 
able management of G. Dickson, earned larger profits than usual 
and in 1867 it opened its branch in Bombay and until 1876 the bank 
generally maintained high cash balances, sometimes rising to 5 
crores of rupees, as a result of contracted credit during days of 
trade depression and financial distrust. 

In 1876 an elaborate systematic Act applying to all the Presi- 
dency Banks was drafted and with some minor amendments by Act 
V of 1879, Act XX of 1899 ,Act I of 1909 and Act VID of 1916, 
it governed the business of the Presidency Banks. The Presidency 
Banks became pure private concerns ; the Government sold its 
shares and lost also the right of representation on the Board of Directors. 
The power of control and authority to-call for information and papers 
regarding bank’s affairs was only conditionally retained. Short regu- 
lations with reference to loans and advances were reinforced and even 
the nature of securities on which loans could be made was closely 
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that could ba conducted •was also clearly 


ontunea. . 

The Bank of Bombay was started in 1840.“ Though the proposal 
^as first projected in 1837 it could not materialise on account of the 
opposition of large capitalists. The capital was divided into five 
thousand two hundred and twenty-five shares of Bs. 1,000 each. The 

Government of Bombay invested about 3 lakhs as their contribution 
towards the share capital of the bank. It nominated three Directors 
and the charter was closely modelled on that of the Bank of Bengal. 
There were estensive forgeries committed during the years 1848-1851 
and the Bank of Bombay failed in 1868. Though the bank paid its 
liabilities in full, about 187 lakhs of capital out of a total of 210 lakhs 
were lost. 

The fthiftf canse for the failure of the bank was the speculative 
maniii of these days. A commission under the Presidency of Sir C. 
Jackson was appointed to enquire into the causes of its failure. The 
report attributes the failure to the following causes : (a) the Bank 
Charter Act of 1863 removed many of the restrictions contained in the 
Act of 1840 and permitted the bank to transact business of an unsafe 
character ; (6) the abuse of the powers given by the Act of 1863 by 
weak aud auprincipled secretaries ; (c) the negligence and incapacity 
of the directors who omitted to pass bye-laws and did not esercise 
proper supervision over the secretaries ; (d) the very exceptional nature 
of the times ; (e) the absence of sound legal advice and assistance. 
According to Sir G. Jackson the failure taught the great lesson that 
“ banks should not lend money on promissory notes when all the 
parties were borrowers and not any of them seourities for others .” 
Throughout its period of existeuce it could not compete successfally 
with the senior Presidency Bank.** 

The new Bank of Bombay was started in 1868. Prom 1870 to 74 it 
had to experience difficulties. The Government could not draw on its 
balances entrusted to this bank. This together with the incident 


« Greater details about its working are giren by Cooke Bmnyate, or the anonv- 
^wnteroftbe pamphlet- The ImteBaok of Bomhay." These are also given in mj 

** Sir Bailie Biete’a Minute of 1868— quoted by Bninyate, p. Ill, 
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of 1863 in the case of the Bank of Bengal opened the eyes of the 
Government as to the danger of completely merging tUir . balances 
with those in the Presidency Bank. This Jed to the mstitatioa of 
Beserve Treasuries at the Presidency towns to hold the balances which 
were hitherto deposited in the Presidency Bank.“ The Bank Chai-ter 
Act of 1876 was made applicable to this bank. The Bank of Bombay 
began to prosper from that day thanks mainly to its rigid restrictions. 

At a meeting held on the suggestion of the local Chamber of 
Commerce at the College Hall of Madras on the 18th May 1840 it 
was resolved to establish a bank with a capital of 30 lakhs (3,000 
shares of Bs. 1,000 each) and the basiness of the bank was to be 
oondncted under the same restrictions as that of the Bank of Bengal 
and the Union Bank of Calcutta.” In little more than a fortnight 
shares worth 27 lakhs of Bupees thrown open to public subscription 
were taken np by them.^* 

liord Elphinstone took 60 shares. The remaining shares of the 
value of 3 lakhs of rupees were taken up by the Government of 
Madras. The plan was meant to enlarge the old established Govern- 
ment Bank upon the principles of the Chartered Bank of Bengal and 
Bombay by admitting shareholder with its conseguent changes in 
discontinued management and having an improvement in the conduct 
of the business. The Bank of Madras was started in 1843 and 
received its charter of incorporation in the same year. It issued notes 
till 1861. The Bank Charter Act of 1876 was applied to this bank and 
from that date it had no chequered history as in the case of the first 
Bank of Bombay." It did good service in popularising banking busi- 
ness in that Presidency. 

Even after 1876 the Presidency Banks did not play a useful part in 
the system of the country owing to the rigid restrictions under 

which they were forced to do their business. Some writers have 

U See Herald. June Gth, 1840, gnote b; the Asiatic Journal. 

See Brunyate'a Appendix. 

n Mr. J. outlined this scheme BO early as 1S40, but lor the inevitable delay in 

the granting of the charter see my book entitled “ Organised Banking in the Days of John 
Company.’* 

« It most however be acknowledged that during the first few yeare of ils existence loans 
mas made for speculative purposes and a low cadi balance was mamtained against the total 
liabilities. See Brnnyote, p. 80. 
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th.t the lev^iBg ot tesWetjons an. to a. 

iealoBsy of tbe Govecnment of India which was doing a considerable 
amoant of bankiDg business, specially the management of the exchange 
business.” Some have atteibuted them to the goodwill of the Gov^- 
ment which hoped that these Presidency Banks as semi-official instiVn- 
tions should be conducted on safe and sound lines. Though these 
restrictions have gone a great way in stabilising these institutions they 
have hindered the progress of the banks and in spite of continuous and 
unceasing agitation on the part of the Presidency Banks since the 3 ear 
1877 they have not been completely reversed. But tbe ingenuity of 
the bank's officials combined with tbe customer’s need for money 
helped tbe banks to break the actual spirit of the charter though not 
its very letter." 

Another feature common to all the Presidency Banks was their 
close connexion with the Government. Until 1876 they were semi- 
Rta'e institutions and the assistance of tbe Government was giving them 
life aad vigour to a great extent. So long as they had tbe right to 
issue notes "their paper currency enabled them to adjust the supply of 
loanable money to demand during the bu^ and slack seasons. " They 
helped to create and make tbe people familiar with paper currency. 
Prom 186'2 they performed the banking business of tbe Government 
which entrusted its cash balances in those places where these banks 
had branches of their own. They were entrusted with the management 
of the Registered. Public Debt receiving a stipulated payment for it. 
The Government had the right of inspection of tbe different books and 
papers of the banks. Their weekly balance sheets were pnbli^ed in 
the official Gazettes. 

The Government never thought it essential to keep these banks 
under their tutelage but only reserved to itself the right to interfere in 
case tbe banks were to go astray. As Keynes explains, “tbe Govern- 


SjmegScaltiwmtBontUiatin 3820 the Bonk of Bengal asked the Government of 
Bengal to extend the privilege of receiving j»s jootes at all Tlreaauries in the 2f. W. Province. 
Bh wye eauction vraa not given ns the Government feared that such praceduie might damsee 
its eschange opecaivms 


See J. M. h:eynea’ '‘Indian Gacrencgr end Finance, " p. 202. 
Presidency Banks virtually loaned money in apife of these roles, 
regolationa as regards loans were "openly contravened, " 


• He instances how the 
Ezem the beginning the 
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ment is bound to come to the rescue of the Presidency Banks in the 
event of a widespread failure or crisis involving the banks* generally so 
long as it keeps large balances outside the ordinary banking system and 
so long as it manages the note-issue.” • It was perhaps also the inten- 
tion of the Government that all other banks should look upon the 
Presidency Banks as model institutions worthy of close imitation on 
their part. The relations between the Government and the Presidency 
Banks were always amiable and permission was granted in 1898 so 
that currency chests could be established at any of their branches 
conducting Government business. A systematic policy of keeping a 
large part of its balances in the Presidency Banks ” was pursued and 
this rendered unnecessary a high bank rate during the period of the late 
Anglo-German War. 

The Government of India never realised that it was extremely 
.unwise to restrict a growing and expanding business by means of anti- 
quated rules. Though the first joint memorial of the three Presidency 
Banks presented to the Government in 1877, agitated for permission 
to borrow in London and India and power to deal in foreign exchanges 
so as to make remittances to England in payment of stock or author- 
ised investments and in repayment of loaus borrowed in London, no- 
thing substantial was done when a conference was held in 1899 to 
discuss these points of grievance. Nothing came out of these repre- 
sentations and the conference in spite of the fact that public opinion 
condemned the retention of these restrictions. Although foreign 
exchange business was stabilised by the adoption of the Gold 
Exchange Standard system yet the Presidency Banks were not allowed 
to deal with the business on the plea that it would be ungenerous to 
encroach on the vested interests of the Exchange Banks which have 
done a great deal of service to this country. A more solid argument 
was that the Exchange Banks kept their balances with the Presidency 
Banks and so it was argued that the latter should not be allowed to 
compete with them with the help of their own money. It was feared 
that if competition were allowed the exchange bank's would retaliate 
by combining with some big bank of the London Mon^ Market. 
But after all the real argument that counted was that the Presidency 

M Vide Sir WiiliBin Meyer’s Financial slatement, 1918-19. See also the Controller of 
Gamney's Beporfc, 1917-18, paragraph 26* 
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Banks had some bnsiness or other to occnpy their attention and absorb 
their working capital. Hence it was recognised that there was not 
after all much injustice in disallowing them from dealing with foreign 
exchange business. 

Another bone of contention between the Oovernment and the 
Presidency Banks was the privilege of access to the London Money 
Market. Although this question was raised in 1877 and although the 
Government of India favouied this proposal yet the Secretary of State 
always disallowed this measure. Even so late as in 1914 his argu- 
ments for preventing the Presidency Banks from having access to 
London were supported by many eminent economists in India. The 
Hon’bleMr. H P. Howard remarked that “the absence of such a 
thing was not a serious defect but it would be a useful thing.' The 
Hon’ble T. Smith of the Allahabad Bank thought it “ unnecessar}- and 
that Public opinion would be against it.” Public opinion was however 
divided on the question of access to the London Money Market.’’*’ 
The late V. D. Thackersey and Cbunilal said that “the Presidency 
Banks were re6iduar;y Tiustees and hence access should be given to 
them." The late Sir Bernard Hunter advocated this part of the 
proposal “ but was against giving the Banks the privilege to deal in 
foreign exchange." Those who objected to the Presidency Banks 
being granted access to the London Money Market argued that (1) it 
access were given to them it is not clear it would improve the net 
aggregate flow of capital into India. To allow all of them to borrow 
would be “ to increase the number of channels through which capital 
may flow but the volume of it will not increase.” But it was not 
realised that the Exchange Banks did not bring enough capital to suit 
our needs. Hence their access to the London Money Market ought to 
have been considered desirable, (2) It would involve the Presidency 
Banks to deal m foreign exchange while remitting the borrowed mon«-y 
and as it is a fluctuating hnsiness no permission to indnlge in such 
unsafe business should be granted. But with the advent of the 
Gold Exchange Standard System this argument lost its validity 
altogether. (3) It has been pointed out that “ the money brouglu 


*» Power to oorrow m India was granted in 1878 bnt Uin remained a dead letter owing to 
peciihar circumstances of India as Sir Clinton Dawkins stated on oth January, 1900— Proceed- 
ings'of the Legislative Council of India. 


94 
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in by the Exchange Banks — at least a part of it— remains in India 
in the slack season and is invested in the Bnpee toans.” This 
improves the rate which the Government obtains for them. This 
woold not be the case if the Presidency Banks were to obtain 
the funds. Bot the real grievance was that enough money was not 
brought over here. (4) The average rate for councils will be lowered 
and dnring the slack season when money has to be sent back it 
depresses the exchange. It was pointed out that the sale of Council 
Bills was not to obtain profit but to meet the present and prospec- 
tive requirements of the Secretary of State and they must be sold 
subject to the law of demand and supply.’* (5) It is quite possible 
that the banks might not be in a position to pay back the loan for 
a call for it might be made at any inopportune time. This was after 
all the only sound argument against excessive dependence on bom-ow- 
ing in a foreign country. It is this which prohibits the Central Bank 
of any country from depending on its foreign borrowing powers. (6) 
It was thought inadvisable that state-subsidised banks should be 
allowed to compete with the Exchange Banks in financing foreign 
trade. These have rendered meritorious service in the past and 
the Presidency Banks should not be given undue authority and advan- 
tage over these. ' Whatever their past services might have been no 
perpetual monopoly can be tolerated on this score. (7) Finally it 
was remarked tbat the three Presidency Banks woold competitively 
pledge Government Securities and would tend to lower their vaule. 
This argument at least conceded the utility of occasional borrowing to 
raise funds to meet unusual requirements. 

Such were the reasons that were brought forth against the proposal 
and the plea to borrow in London was always summarily®* refused even 
without recognising the real necessity for access to the London Money 
Market, Evidently the Presidency Banks wished to have access lo the 
London Market so that they might borrow money there and remit it to 
India during the busy season. The Government balances were indeed 
a “ poor and inadequate substitute for the note-issue.” Owing 1 1 the 
traditional aloofness of the Government from the money market 


SI Por a diBC i i!M»i nn of this snbject see tie papets rdating to the proposed estabUshment 
of a Central Bank of India, pp. 44-76. 
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and its Independent Treasury System « the evil of shortage of workiug 
capital to satisfy the different credit needs v?as accentuated. As a 
consequence the banks had to put op their rates at a high figure and 
the trading community suffered. Thus there was acknowledged 
rigidity of the credit system during the busy season.®* 

The Presidency Banks proposed that they should be given the 
privilege to borrow funds in the London Money Market but they did 
not realise that it could hardly be a real and lasting remedy. 
Unless a sufficient compensation would exist the Presidency Banks 
would not after all be tempted to bring over funds from London and 
unless they were to be employed all through the year at a fairly high 
rate of interest there would be no profit resulting from their borrowing 
in Lodon.** As such a thing would not be possible in the slack 
seasons much relief could not have been secured even if the 
Presidency Banks had been empowered to borrow freely in 
London. J. M. Keynes repeated the suggestion of granting of 


Tbe Tndependent TieBsary Systeni zeumbleB k Central Bank for deposit arith branches 
ran by the Gkiveniinent in which the Gtnernmeot is the only depositor and in wbidh there 
ate no bomiwen. Usny rapees ate swept away from Uie Oosernment colTers jaet at the 
time when they woald be most helpfal in rekering the monetary stringency in the markot. 

^ This feetars attracted (he nctice of Dr. N. B. Tan Den Berg bo early ae in 1884 end 
he quoted the following maximum rates of disconnt of the Bank of Bengal as an evidence of 
the inadeqaacy of credit for internal commerco. 


Year. 

Bank Bate. 

Year. 

Bank Bi 

1876 

181% 

1880 


1877 


1881 

10i% 

1878 


1882 

m% 

1879 


1883 



Sea Dr. N. P. Van Den Berg, “The Money Market and Paper Onrrenrar of British 
Indio, "p 8. See also the table of fignrea given by Bnmyate in the " Account of the 
Piesidenqy Banks,'* p. 104, the flcotoationB in the rate of discount np to 1890 are reomded 
in the table. 

** It IS indeed strange that the argument «iut a Central Bank ahould not borrow abroad 
or lock np ita aecnntiea as collateral for loans aecnted has not oocnned to anybody. The 
only explanation that can be given for this ie that the science of Central Banking ie only of 
recent growth and as even Central Banks oociBionally borrowed abroad at anforeseen times 
there could only be referanco to stray argnmenls but the theory of Central Bank's borrowing 
abroad was never scientifioaUy conceived by eithei the ad^MaloB or the opponenle of the 


proposal. 
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loans from the paper curreDcy.=-' The policy of granting loans was 
no new thing. As a matter of actual practice loans were given from 
funds out of the Reserve Treasury. The definite policy on the part 
of the Government was that “ any assistance in relief of the money 
market which may be afforded by the Treasury Reserve cau be made 
(fl) through the Presidency Bank, (6) at tiieir published rate of discount, 
(cj in relief of temporary stringency.” Bub loans were not freely 
given during 1893-1899, as it was thought ” Money would be re-lent 
to the Exchange Banks, who may oppose the Secretary of State in the 
sale of Council Bills.”®* From 1900 loans were given on five oc 'a- 
sions. Since 1906, there were no loans granted. The Presidency 
Banks did not care to borrow inone\' in this manner as the loans were 
made at the prevailing bank rate and there was no profit for them if 
they were (o r6-lend at the same rate. Had there been any margin 
the banks would have willingly closed with the offer. Recognising 
these circumstance-^ the Chamberlain Commission advocated the giant- 
ing of loans to the Presidency Backs at one per cent, below the pre- 
vailing bank rate. But the stress of war was felt soon afterwards and 
the.se recommendations were not carried out so that no definite arrange- 
ments existed to afford temporary relief to the money market through 
the Fresideucy Banks. 

Some of the other methods proposed were to issue notes uncovered 
by metallic reserves and the almlition of the Independent Treasury 
System. But the Government wi.sely refused to consider the first 
measure.^" Till 1920 this archaic, unwise and iuefficient method of 
dealing with the finances of tbb nation was continued and the Imperial 
Bank has at last been allowed not only to absoib the treasury reserves 


®In IPOI tlic Governtnenl granted tbe Bank of Bomba; tbc privilege to use funds up to 
Rs. on'! Croie fiom the P. Cunencj Reserve. No actual use was made of this promise. 
(Drunyate. p. IS) Tt was also suggested by the Bank of Bengal in 1808. Refer to Mr. 
Crui(*k«faank*s lclt>;r to the Government of India. 

*’ See 15riiny.nle, “ An Account of the Presidency Banks,” p. 18. 

n Sec Sir K. Temple, India in 1880, p. 4‘'n. An intere«ling hisloiy of the episodes of tbe 
Iiidependen! Treasury System after 1820 can be obtained in the appendix of tlie Tnteriin 
Report of tbe Chamberlain Commission, Tol. I. — See also Sir Charles Wood’s .Administration 
on Indian Affairs, p. 80. 



AH’BtibiX 


749 


bal has also been permitted to have access to the London Money 
Maiket. The Government have wisely insisted on the raising of more 
capital by the Presidency Banks. Lastly they have allowed the expan- 
sion of emergency currency during the busy season according to the 
recommendation of Sir H. B Smith’s Committee. But in spite of 
these improvements high bank rates still remain as the chief feature of 
the money market during the busy season. It must be borne in mind 
that the credit requirements of the country are growing every year 
and the mere depositing of funds of the Government will not solve the 
problem. They are too slender to meet the actual requirements of the 
country. Access to the Lindon Money Market would in pre-war 
circumstances have been an effective solution. But now that the 
wasiag->s of war have to be repaired the little capital that will be 
available will go to the stabilising of the industrial machine whose gear 
has gone out of order. The London Money Market can ill spare 
her funds to meet the growing requirements of the Indian capital 
market. There is very little surplus capital available in London at 
present for further investment.^* There is a relative back- 
wardness in the economic position of Great Britain when compared 
with the United States of America.®* ■ The usual cr teria for 
measuring the growth of capitalism are the figures of foreign trade, 
production and income from investments. Owing to disturbed political 
conditions and the frequency of labour disputes the foreign capitalists 
would be apprehensive of the future and even though discriminating 
protection may be adopted yet the flow of capital is bound to be 
rather weak in the future. There are many other factors hindering 


pointe oat *'tho London Bonks ore borronins sliort snd 
lending long." It is by this stratagem that the foreign invcslmems 3o^ “« "n- 
creiwina. Bat it » sooner or later to be followed by difBcnIties. See his address before 
the Chirago University. June 1928, Economists' Conference on tho snbvct of Foreign 
Invp-i'inenls of the United States. ® 

torranloli"! tori!’” is again coming 
" See Viscount 

Oemtor.^Sr “ America.-’ pp. 270 to 208. See also the Statist. 
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the poteotial mobility of capital and these lie outside the scope of 
the banker.” So dependence on outs'de factors shorid be out of 
the question. So long as Great Britain aims at the maximum inten- 
sity of eooaomh development of the Colonial Empire her first attempts 
would be diverted to home production and the export of manufactured 
material so as to create the surplus available for investment. It is 
hopeless under these circumstances to e.vpect any great relief from 
this source. The above three methods might act as mere lubricants 
in tlie present situation but they are not permanent and radical 
remedies for the chronic inelasticity of our credit media. The increase 
of the working capital of the joint-stock banks is the primary remedy 
and the empowering of the Central Bank with the right to issue notes 
so as to satisfy the business needs during the busy season is the 
secondary remedy and these arc the only real remedies. A steady 
supply of loanable capital at moderate rates should be the ideal of the 
monetary and banking reform of the country. 

To solve the problem of seasonal expansion of cuirency the first 
thing required is that the bankiug function should be co-ordinated with 
the note-issuing function just as one finds it in France. Tt should 
be entrusted to the Beservc^ Bank. The days of decentralised note- 
issuing have passed away. The Central Bank should issue notes under 
strict regulations imposed in a carefully outlined charter. Until bank 
notes and deposits expand in due response to trade requirements, 
the problem of seasonal e.\pansion of currency without a penalising 
bank rate will not be successfully solved. The present method of 
seasonal expansion of 12 crores of rupees on the strength of remedies 
as laid down by the Paper Currency Amendment Ads of 1933 and 
1925 would not suflfice. This method is peculiar to our own country. 
But no important country has set the problem of seasonal expansion 
of currency in the bands of two different authorities both of whom 
may be pulling in contrary directions. 


so or tala Indian indiiatrinViflls tried to coax torcign aapilaliats mlo Indian enter- 
pmcsliut lliey liaTcprerened to undertake local .iskaw d Ime only aulisciibed for a safe 
proiKiriion of debentures. Even woll-catablisbed Indian enterprises arc finding it increas- 
ingly difficult to attract foreign capitalists so easily as before. 
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The State issuing of notes daring 1861-1935 has led undoubtedly 
to their populhrity and wide acceptance and the untutored public might 
dislike the transfer of the note-issue. They should be taught that 
the note-issuing function is a part and parcel of the banking function. 
It ought to be entrusted to the Central Bank which should be res- 
ponsible to the Government for its sound and successful management 
so as to secure the wider national interests of the country. 

All authors of the numerous proposals of a state-Oentral Bank 
unanimously agree on this point. They tacitly recognise that it is 
only through the agency of the banks that a note circulation can ever 
attain a thorough development throughout the country. It is tbiough 
the agency of a bank that a note-issue can be made flexible and 
lesponsive to the needs of the community. A Central Bank of Issue 
has been created and it should be utilised to educate the people in 
the use of paper currency. It is far preferable to have an increase 
of paper currency through the hands of a Central Bank rather than 
an increasing use of token money.”* As Dr. N. G. Pierson says, “ the 
great increase of token money within our times must be regarded as 
a retrograde movement in the domain of cuireni^. About the whole 
of the money should be standard money." 

The real remedy for the out-of-date and unbusiness-hke rigidity 
of the credit system is the tapping of more capital from the pockets 
of the people. The banking habit has to be inculcated. The Indian 
people should be educated in the economical use of gold and silver they 
possess. The shortage of real capital can be made good by genuine 
savings alone. As Hamsay Macdonald says : “Capital that is used for 
anything except for the specific and economic purposes for which 
capital ought to be used— for renewing capital, for expanding the 
effective capital force of the country — ^is being misused." More of 
India's raw materials should be converted into finished products and 
not only should her idle hoards, if they exist be utilised but the 
hoarding of her talents, her intellects and her economic opportunities 
and her unlimited resources should be discontinued. 


» Prof. N. a. Pieraon, “ Principles of Economics," Vol. I. 
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The Presidency Bank of Bengal.^^ 


(Figures in lalSiB of Bupees.) 


Year. 

Capital. 

Reserve. 

Govt. Other 
deposits, deposits. 

Cash. 

Invest- 

ments. 

Dividend, 
per cent. 

1895 


08 

185 

677 

422 

132 

10 

1900 

200 

103 

155 

582 

143 

136 

11 

1905 

200 

140 

167 

1,204 

396 

181 

12 

1910 

200 

175 

198 

1,609 

514 

308 

14 

1915 

200 

204 

265 

1,928 

285 

793 

16 

1920 

200 

210 

434 

3,308 

221 

910 

194 




The Presidency Bank of Bombay. 








(Figures in lakhs of Eupecs.J 

Ycai. 

Capita} 

Rescire. 

Govt. other „ , 
deposits, deposits. ^ 

Invest- 

ments. 

Dividend 
per cent. 

1805 

100 

57 

76 

358 

228 

105 

11 

1900 

100 

70 

87 

432 

129 

89 

11 

1905 

100 

87 

92 

676 

259 

158 

12 

1910 

100 

105 

152 

1,053 

436 

149 

14 

1915 

100 

jOO 

136 

1,079 

423 

276 

15 

1920 

100 

120 

349 

2,748 

870 

298 

22 




The Presidency Bank of Madras. 






(Figures 

in lakhs of Bupees.) 




finni. 

Oitter 


Invest- Dividend 

Year. 

Capita}. 

Reserve. 

deposits, deposits 

Cash. 

ments. per cent. 

1895 

50 

10 

45 

278 

144 

45 10 

1900 

60 

22 

35 

200 

82 

67 8 

1905 

60 

30 

41 

344 

140 

71 10 

1910 

00 

48 

T2 

567 

184 

85 12 

1915 

75 

05 

86 

803 

256 

184 12 

1920 

75 

45 

118 

1,579 

505 

211 18 


S ' See the Indian Year Boob, 1929. 
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Table showing the failure of the Indian Joint-Stock Banks. 


Tesr of Bank's 
liqmdstion. 

No. of Banks 
liquidated. 

Authorised Sabscribed 

oapital capiisl. 

((P,000 omitted). 

I'aid-up 

CApitsl. 



Hs. 

Bb. 


1918 * 

12 

274 

164 

35 

1914 

... 42 

709 

245 

109 

1915 

.... 11 

56 

7 

4 

1916 

13 

280 

20 

4 

1917 

9 

76 

85 

25 

1918 

7 

209 

4 

1 

1919 

4 

52 

6 

4 

1920 

3 

10 

7 

7 

1921 

7 

70 

6 

1 

1922 

15 

1,015 

27 

3 

Total 123 

... 


193 

1923 

20 

2,186 

992 

465 

1924 

18 

630 

26 

11 

1923 

17 

189 

25 

18 

1980 

12 

027 

46 

40 


1 1913 (November end p.cember) 8.vw tim commencement of the crisis 

95 
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Table showing the Important Banking Failures. 


Year of 

Name of the Hank tvith 

1918 . 

Anthorised 

Snhscribed 

Paid-up 

Capital. 


_Hegn. 

its Bead Office. 

uapitei. Capital. 

(00,000 omitted). 

Deposits. 

1901 

The People's Bank, 
Lahore. 

35 

22 

12i 

125 

1904 

' The Amritsar Bank, 
Lahore. 

5 

5 


28 

1905 

The Lahore Bank, 
Lahore. 

5 


1 

29 

1908 

The Doaba Bank, 
Amritsar. 

5 

S Rs. 65,845 

9 

1911 

The Indian Exchange 
Bank, Amritsar. 

5 

17,310 

13,410 

2 

1898 

The Bombay Banking 
Company. 

5 

2 

1 

15 

1909 

The Credit Bank of 
India, Bombay. 

100 

60 

10 

51 

1910 

The Kathiawar and 
Ahmedabad 
Banking Cor- 

100 

75 

7 

28 

1906 

poration. 

The Hindusthan 

Bank (Multan). 

. - 1914 . 

10 

10 

2 

10 

1900 

The Industrial Bank 
of India (Ludhi- 
ana). 

6 

1 Rs. 64,208 

3 

1909 

(The Public Banking 
and Assurances 
Co., Multan). 

.10 Rs. 

17,300 

1.964 


1911 

The Bank of Pesh- 
awar Multan. 

5 

4 

1 

2 
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1914—contd. 




Tear of 
Begn. 

Name of the Bonk with 
ita Head Office. 

Anthonsed Snbacnbed 

Capital. Capital. 

100,000 omitted). 

Paid-up 

Capital. 

Depoaitp. 

1910 

The Popular Bank, 
Bawalpindi. 

50 

20 

3 

18 

1911 

1918 

The Bank of Baj- 

putana (Umbala). 
The Solar Bank 
(Lahore). 

5 

100 

2 Ub. 

1 

70,501 

8,500 

8 

1907 

The Oriental Bank 
of Lahore. 

25 

10 

71,854 


1904 

The Punjab Oo-oper- 
ative Bank, La- 
hore. 

25 

10 

8 

48 

1912 

The Bank of Asia, 
Lahore. 

25 

4 

82.009 

... 

1918 

The Union Bonk o: 
Commerce, Bom- 
bay. 

E 

50 

... 



1918 

The Commercial 

Bank of India, 
Gazipore. . 

10 Bb. 5,775 

4,250 




1916. 




1918 

The Amritaar National 

Banking Cor- 
poration. 10 

1 

1 

1 

1912 

The Standard Bank 
of Bombay. 

20 

20 

10 


1912 

The Cosmopolitan 






Bank, Bombay. 20 


1 


1 
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The first lesson to be learnt from these tables is the startling 
difference between tbe authorised, subscribed and paid-up capitals. 
The low proportion oE paid-up capital which is roughly 13% of the 
authorised capital shodld be noticed. 

The second lesson is that the storm centre was in the Fanjab 
where the Banks that arose out of the industrial and Swadeshi boom 
of 1906 came to grief. 

The third lesson is that tbe banks have assumed astounding 
and misleading titles in many cases. 

All the tables are taken from the Statistical Tables relating (o 
Banks in India (1930 Edition, p. 3a). 



appendix V. 

General Questionnaire. 

1. Where do you get your gold and silver from ? In bullion 
or sovereign? Which of the gold bars of the banks are popular and 
much in demand ? 

2. What .is the amount of your capital and what is your 
relationship with the gold and silver bullionists of Bombay ? 

3. Do you occasionally place gold bars in tbe Imperial Bank 
and secure advances ? If so, at what rate of interest ? 

4. To whom do you sell generally gold bars or sovereigns ? 
In what average quantities ? 

5. What is your opinion on the statement that gold is replacing 
silver in hoards ? 

6. To whom do you sell silver ? In what quantities ? 

7. In what portion of the year is your business slack and when 
and how long does your busy season extend ? 

8. How many years since have you started this business ? 
What is 3 our opinion as regards this gold absorption on the part of 
the people ? 

9. Would there be the efcective circulation of sovereigns or 
gold pieces say of Rs. 10 value or any other suitable coin ? 

10. Can’t the aesthetic tastes of the people be improved by use 
of diamonds, gems, etc. ? 

11. What is your experience of the resale of gold and silver 
ornaments by owners in times of economic pressure and necessity ? 

12. Do the ryots and agriculturists or tbe middle class and 
richer professional people generally frequent your shop and can you 
state in what proportion your business would be transacted with 
the above classes respectively ? 

13. What is the turnover of sale of gold and silver in the busy 
or the marriage season and to what size would it shrink generally in 
the off season ? 

14. What is the turnover of the sale of locally prepared 
Dak^mi, Saraswati and other half-sovereigns ? 
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IS. Do you consider it possible to increase the investment habit 
on the part of the people by increasing their education iand pointing 
out to them the futility of this barren locking up of savings ? 

16. How mAny are there roughly of such retail bullionists of your 
stamp ? What would be the approximate turnover of the sale of gold 
and silver by the bullionists ? 

17. Do you combine any other business such as money-lending 
along with your recognised bullion business ? If so, what proportion 
of capital is locked up in the different forms of business ? 

18. Do you undertake to attract deposits and hold them when 
offered and what rate of interest do you pay ? 

19. Does the Bank Bate affect your business and in what way ? 
Do you draw or discount hundis ? 

20. Do you speculate in the value of Government securities and 
if a stock exchange were to be started in j’our locality would there be 
a brisk business in the Government and trustee securities business ? 



APPENDIX yi. 

Tbb Gold Bullion Stasdabd.* 

Introduction. 

India is a country in -which changes of currency are a great 
danger, for they make or mar the future of our Indian people. They 
frighten and exasperate the people and shake their confidence in the 
new currency proposals that are foisted on the uneducated population 
unable to adjust themselves to any changes from the normal state of 
things. The Gold Bullion Standard proposes to inaugur-ate a most 
significant change and introduces another experiment in the currency 
history of the country. The ultimate dethronement of the Silver 
Rupee aud the proposed circulation of inconvertible paper currency ® 
would not fail to exercise profound influence on the social habits of 
the people and on the price of silver. Hence it is imperative to 
examine the theoretical soundness and its practical utility to the 
Indian economic system. The recent modification or purification of 
the conception of the gold standard ^sfem must be home in mind 
while analysing the gold standard conception. 


The Essential Features of Gold Bullion Standard. 

It is an absolute gold standard without gold currency. Gold is 
the world’s standard and India adopts the same as the standard of 
value. The local currency is established in relation to gold. The 
integral and distinguishing feature is that gold coin i.s not to be in 
circulation. There is no real conspicuous and visible embodiment 
of the Gold Bullion Standard in the shape of a gold mint. Gold 


* This psper vcss xrad before the ludiBn Economic Conference held nt CalcnltB— 
Jannary 1927. 

* Theoretically speaking they are meant for coaveraion into gold bars alone bnt this 
absdote right of conrerlibility into gold cannot be practically eserciaed except at Hmited 
emoonts. Hence it ia often referred to os the incpnvertible notes, 
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bullion is to be used for the payment of international indebtedness 
and it would be freely available for internal purposes The people 
possess the rights of convertibility of local carrency into gold, the 
powei- of melting it and exporting it out of the country. 

There is a fixed gold parity of the local cun-ency unit, i.e., the 
Sliver rupee or the paper ouirency note which is 8-47512 grains of fine 
gold. This is to be the imaginary common standard unit of value 
and money of account, instead of the present silver rupee which is 
considered as the standard unit of account by the people. 

The cnn-enry authority has to buy and sell gold without limit 
at the fixed par value of the rupee (Is. 6d.) in quantities of not less 
than 40 fine ounces. Gold bars are to be given in exchange for local 
currency, either notes or silver rupees. The sale of gold is so 
arranged that the currency authority would not become saddled with 
the task of supplying gold bullion for non-monetary purposes alone. 
The interests of the Gold Bullion market are thus protected.’ 

The currency authority's sole duty would be to effectively assi- 
milate gold imports and regulate the consequences of gold export. 
Hesolute monetary control and future banking progress are to be the 
actuating ideals of this institution. 


Reasons for taking this step. 

As India has been sufficiently educated in the monetary field by 
the use of token currency and the use of notes and as they have 
placed greater reliance on notes than coins during the years 1916 19 
even though the fiduciary issue has been greatly expanded, the gold 
bullion standard would be acceptable to the people. It seems to be 
a rational development of the present monetary system. The rupee 
would be kept in constant relation to gold at a fixed par value. 
The ideally best token being paper, this ideal would be best reached 
under the gold bullion standard. Powers of psychological suggestion 
and well-directed propaganda would have to be emplo 3 'ed so as to secure 
sufficient general enlightenment in cuirency matters. 

3 But if a higher price ie charged for laying down gold in London than the actual cost 

of transport and loss of interest it woold be considered a legitimale grievance on the part of 

the people. Similarly a far higher price than the actual cost of laying down grJd in Bombay 
pnd loss of interest should not be insisted upon. 
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The position of the qaasUstfandara silver rupee is such that it 
cannot be ddolared limited legal tender and brought into disrepute. 
There are roughly 647 crores of silver rupees minted and although 
some of them might have been melted the present volume in actual 
circulation might be estimated at 150 to 250 ototes of rupees. A.ny 
uadertaking of the immediate conversion of these existing silver rnpees 
and the hoarded ones into gold wonld be unwise, as India would be 
unable to foot the bill. It would be difficult to suggest any practical 
limit to the amount of gold required for IhU purpose. Even if India 
is unwise to neglect her own interests and be so shortsighted as not to 
protect the silver hoards of the poorer classes, financiers in other 
countries have become alarmed at the question of India's return to 
a pure gold standard and the large absorption of gold that would be 
required for this purpose. Uudec the circumstances any co-operation 
in giving a loan for gold standard purposes wonld be out of question. 
Hence to put an eud to the present drift policy in cnrreDCj matters 
the gold bullion standard has been perfected.* So far as India's 
admission into the financial society of nations is conoerued it can 
be obtained by the gold bullion standard. Effective participition in 
formulating the world’s onrrency policy can also be secured if the 
proposal for the starting of a separate Central Bank materialises. 

The previous Indian Currency system has assigned no definite 
place to gold. Without recognising the fact that the value of gold 
would be changing according to demand and supply for it, the Govern- 
ment of India undertook to fix it down at a constant value to silver 
coin. Again they undertook to receive gold coin at this rate but not 
to pay it back to the people. Thus there was no definite policy with 
regard to the position of gold in the Indian currency system. It was 
allowed to circulate as legal tender though in fact it ceased to circulate. 
Thia anomalous position is now ended and the gold bullion 


* See Bioardo, “ A Piop-tsal for an Economical and Socute Carrency." He can be 
styled tbe “ falLer of tbs gold bullion standard splieme." He renommAmii^if the nse ol e 
paper curreocy testiog noton coin basis butof stsndarJ gold bars each ffeigbing 60 ozs. 
If coneni^ ■wore to be in exoeee it can be taken to tbe aunt and exchanged for gold bars for 
exportshoa If it were doOcient gold bars wjuld be broiigbs to the mint and enrtemw 
damanded. Por internal porooses paper would Iw snfficieat ss a anitabla medium of 
exchange while for external pnrpoees stamped gold bars could be better suited than coins 

96 ■ ’ 
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Btonaarf has dsSnitle; giren up gold cois as a fa«n of 
coirency, • 


The Merits o/ the Scheme. 

India can obtain the gold she requites tbrougb trade channels. 
As gold coin in circulation is an obsolescent feature in all cmlised 
countries there would be no frittering away of capital which can be 
used for the economic development of the country. The economising 
of gold which is recommended by all theorists and warmly ad- 
vocated since the days of the Genoa ll'inanolal Conference can be 
carded out effectively under the gold bullion standard. The unlimited 
acceptance of imported gold at par and unlimited issues of gold for 
export at par are the cardinal features and a strong reserve of gold would 
bave to be amassed for fulfilling these functions. 

There is no immediate degradation or blowing up of the rupee 
or signing of the death warrant of the rnpee. Any immediate 
demonetising of it would lead to nervousness on the part of the 
people. Its long history and traditional position are respected. It 
tends to remain the standard unit of currency till people understand 
the new standard. Even the silver interests of America or China 
need not be afraid of an immediate drastic reduction in the price of 
silver. The Gkivernment of India has receded from the silver market 
so long ago as 1919. The silver producers do not count on the Govern- 
ment of India as an important factor. The sales of silver by the 
currency authority, which it might deem necessary to sell daring 
the first few years of the working of the gold bullion standard would 
not happen if rnpees go into circulation. The Government and not 
the new currency authority would remain the purveyor of the silver 
rupee. The present invisible taxation paid by the country in 
circulating token currency snefa as the silver rupee at an increasing 
value would be rendered unnecessary. The eventual withdrawal of 
the right of converting notes into silver rupees would force India 
to depend on the inconvertible paper notes issued by the Central 
Bank. 

The overpowering infllaence of the India Office in financial and 
exchange matters would be removed, for the cmxency authority in 
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future would be the Central Bank who would be responaible for the 
soundness and flexibility of the currency system of the countiy. As 
banking facilities tend to develop, the discount policy of the (^ntral 
Bank would enable it to maintain sound monetary conditions. 
Currency with a stable value is a sine qua non for the development 
of banking. Tbe gold bullion standard secures snob stable currency. 
A wise and proper development of banking facilities can be expected 
from a successful working of the gold bullion standard. The bank 
note issued by the Central Bank which is to be the future currency 
authority, would become an apostle of deposit banking in the country. 

The P. C. R. and Gr. S, R. whose functions were never clearly 
demarcated in the past get combined and are placed on a statutory 
The gold in this reserve would prove an adequate support 
to the exchange and the external value of the local currency unit would 
be safely maintained under this arrangement. A proper mobilisation 
of the reserve would tend to facilitate tbe turnover of the currency. 
However tbe right of double convertibility cannot be secured under 
the gold bullion standard. The new notes cannot be converted into 
both silver and gold. Such a permanent arrangement cannot be 
secured even under a pure gold standard. Hence while there is the 
de facta convertibility of notes into silver rupees there is no de jure 
convertibility. 

The automatic nature of the gold bullion standard ^stem would 
be as effective as in the case of a pure gold standard with gold 
currency. The favourable trade balance would lead to a free flow 
of gold bulh'on and as this is bought by the Central Bank, the local 
currency is released by bank payments made in purchase of gold. 
The unfavourable trade balance is to be liquidated by the export of 
gold bullion which has to be purchased by the Indian importers from 
the currency authority. Gold bullion can be pumped in and out with 
great ease and facility as the gold import and export points are fixed 
by statute. This places her on a position of equality with other gold 
standard countries. So far as internal stabdity is concerned the ideal 
of monetary stability can be easily secured through the administrative 
actioii of the Central Bank. If the world prices fall a corresponding 
deflation caii easily be managed by the Central Bank’s influence 
on the credit situation. If world prices rise there would be quick 
adjustment again by the Central Bank's quick action on tbe internal 
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currency situation. Now that the gold standard has been restored 
monetary stability in this country means the adjustments of internal 
currency to the world level of prices or those of England and the 
U. S. A. the most important gold standard countries. 

The Indian Currency system requires great expansion of internal 
currency during the busy season for financing the movement of crops 
and contraction of the same during the slack season. The purchasing 
of the unlimited stocks of silver or the tinkering of the P. C. Beserve 
would be rendered unnecessary by the currency authority. As bills 
of exchange would become popularised and drawn for the payment 
of the crops, these would be discounted in the money market and the 
banks requiring further resources would rediscount these bills at the 
hands of the Central Bank which can issue notes on these commercial 
bills. The bank can buy gold bullion from the people and this would 
expand the volume of the local currency. The centralising of the 
currency and banking reserves in the hands of the Central Bank would 
reduce the fluctuations in money rates and the hitherto divergent 
policies in regard to currency by the currency authority and banking 
by the banking authority would be given up. Internal prices would 
be placed on a more stable basis than under the Gold Exchange 
Standard System.” The proper' regulation of the discount policy 
by the Central Bank would make the currency expansion and con- 
traction automatic. The statutory constitution of the combined reserve 
to be placed in the hands of the Central Bank allows it to expand and 
contract cmrency according to seasonal demands. So far as automatic 
contraction is concerned it can be* brought about as soon as people 
feel that local currency has depreciated in terms of gold and they 
would hasten to the bank to conver-t the local currency into gold 
bullion which the bank has to sell. 

The Gold Bullion Standard does not debar the country from the 
possibility of the ultimate resumption of gold currency. Thus the 
gold currency standard can be reached if sufficient gold reserves are 
accumulated, but the education of the people in the use of the new 

5 There should be no mlsappidiension under this hesding. Absolute guarantee against 
fluctnatiODB in purchasing power is not alTorded by the G. B. Standard system. Not csn 
it be attained by any other system which has been so far outlined by the monetaiy 
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inconvertible rupee note and the other denominations of paper 
currencj- popularised by the bank would be snob as to open the eyes 
of the people to realise the uneconomical character of gold cuirenoy. 
For the time being there would be no free internal circulation of gold 
but it is quite likely that if banking education proceeds apace we 
would never be desirous of it. The introduction of the one-rupee 
note would go a long way in this direction. It would soon become 
the principal constituent of internal currency. 

®be institution of the “ On Tap Savings Cettifioates ” redeemable 
the end of three or five years in legal tender money or gold 
bullion with auattractive rate of interest attached to them is a moderate 
attempt to counteract the nnprodnctive employment of the yellow 
metal. Though they are poor substitutes of gold notes which 
carry the right of convertibility into gold coins they can do much 
to encourage the investment habit on the part of the people who can 
afford TO save. 

The demonetisation of the gold sovereign is also a feature 
which should not escape one’s attention. The sovereign has been 
both a " benefactor and the nightmare ’’ of the Indian cnrrenc^ 
system. The obvious advantage is the possibility to introduce a 
new gold coin and gold mint in our country when gold coin is consider- 
ed necessary and the position of the reserves is such as to facilitate it. 
The present demonetisation of the sovereign would be no real danger 
as India's main demand for it is only a bullion demand and not a 
coin demand. The bulk of the Indian people find the rupee a more 
suitable coin than the sovereigu. The gold sovereiga is not a 
real lodiau coin. Besides this reason we We the following most 
important reason for demonetising the sovereign which ie not 
usuilly taken into consideration. For a supply, of this coin India 
has to depend on England. The currency authority in India 
cannot control the issne of this coin and such a coin should find 
no place in the Indian currency system. A sound currency system 
is that which gives scope to the currency authority to control and 
regulate every important ooiu which is a constituent feature of the 
system. 

Supposed demerits of the scheme. 

The working of the system in all its details will take some time 
to begin. There should be the formation of the Central Bank and 
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the accumulation of the necessary gold reserves in India. A large 
number of rupees would be presented to the Central Bank for con- 
version into gold bullion. There is already a fall in the price of 
silver and its future fall would stimulate the demand for gold and 
it would be unwise for the Central Bank to begin operations with 
a slender stock of gold. In other respects it can begin straight 
away. Some of the measures that can be taken up immediately for 
increasing the gold stock of the Central Bank should be considered. 
The import duties can be made payable in gold or gold equivalent. 
The Indian expert bills are to be taken up in sufficiently large 
number and gold can be secured from tbeir proceeds. An attempt 
to retain the gold produce of the country should be made. 

The first essential of a currency system is that it can be understood 
by the people and that it should be of such a nature as to be accept* 
able to them. The popular sentiment is in favour of a gold 
standard with gold in circulation. When this is denied it would be 
considered, rightly or mistakenly, that it is less automatic and less 
free from manipulation than the pure gold standard with gold currency 
in circulation. 

The position of the silver rupee would be looked upon with 
certain misgivings as the people would not obtain them as a matter 
of right from the Central Bank in return for its new notes. The 
new Beserve Bank note and the silver rupee would both be legal 
tender currency in the gold bullion standard system. Holders of 
notes can secure rupees only at the will of the Reserve Bank. The 
paper note is neither convertible into the silver note, as at present, 
or into a gold coin but both those are convertible into gold bullion— 
the standard of value. The exchangeable limit of the local currency 
into gold bullion is too high.* It is only the bullionists and the rich 
men that can afford to do it. The present note-issue is convertible 
into silver rupees. The issue of a new inconvertible note would 
tend to make the people cherish the present note and the new 
inconvertible note would perhaps be at a discount. It might be a 
note payable in gold but the legal line of difference drawn between 
the old and the new double-guaranteed bank note is to be de- 
precated. 

r Even the 1937 Gold Standard Act has not done aufScient jnatice in this respect. 
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There fa no »fa*«t<«y nnaertnkmg Uret the free inflow and 
<„,lflowofgoM wonta be Bermtttea wikhont enj flireet at tnflK^ 
Iimitatfone.onfte ereonnt of goia coming in ot gomg not. The 
looaHon of the gold secorities in London would not be liked by 
the people. As the Central Banker’s gold reserves might again 
be depleted too readily when the people require commodity-gold 
attempts have been made to protect the bank against such a drain. 
Similarly the free indow of gold must be ensored. 

Although we have at present an excellent opportunity to settle 
the national currency question, the Currency Commission by pre- 
scribing the Gold bullion system has not succeeded in this task. The 
gold bullion standard can at best be accepted by the people as a 
half-way house leading to the adoption of the pure gold standard 
with gold currency in circulation in the near future. Academically 
speaking the gold bullion standard is a step nearer to the international 
exchange standard recommended by the G. I. Financial Con- 
ference and is really an improvement on the gold standard with 
gold currency in circulation. 


Comparison with Gold Exchange Standard. 

It has undoubtedly the following points of superiority above the 
defective Gold Exchange Standard system, vie., the giving of gold 
bullion in return for local currency for all purposes, the statutory basis 
of the combined reserve, the banking management of the currency and 
credit policy and the economy of gold. It is doubtless inferior to the 
effective gold standard plan, at least from the standpoint of public senti- 
ment and confidence. It is the fond hope of the economists that a gold 
current^ would make it possible for India to mobilise the liquid 
resources and increase the turnover of currency But the main point 
of increasing the capital resources cannot be solved by merely multiply- 
ing currency. Greater means for mobilising capital resources are the 
real remedy. It would i-eqaire an exfensivd educational campaign to 
make the people realise the true implications of the gold bullion 
standard. Otherwise appeals to economic arguments will become vain 
in face of the existing and overwhelming liking for the gold standard 
with gold currency in circnlahon. 
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No Danger to Trade. • 

It is openly stated that trade with Africa and the countries on the 
Persian Gulf would be hindered as the present financing medium is the 
silver rupee. The gradual dethronement of the rupee would however 
give full time for adjustment and no serious danger need be felt. 

The view is too often held that India is a sink of precious metals. 
Although this is quite a superficial view it must be admitted that 
an unwise use of existing stocks of gold is being made by the un- 
educated people. This is likely to continue under any system. In- 
' creased education, improved legal and economic status for women, 
the raising of the standard of living and the development of banking 
facilities are the necessary correctives. But as the existence of this 
habit would have an adverse effect on the gold reserves of the Reserve 
Bank, every attempt must be made to change the ways and habits 
of the people with reference to the accumulation of the precious 
metals. Monetary Reform and banking reorganisation must be con- 
sidered as mutually convertible terms, the one cannot succeed without 
the other. Both must go hand in hand. 


Should we accept the Gold Bullion Standard f 

Although several economists and witnesses before the Hilton- Young 
Commission have pointed out that India has to pass through the 
necessary stage of gold currency in circulation before it could hope 
to attain the ideal currency system this advice has been disregarded. 
The gold standard as understood in the modern sense is really granted 
and the means to secure gold currency in future are carefully pre- 
served so that “ optional gold currency ” can be grafted on the currency 
system. The preliminary stage is accomplished and although the 
Commission do not think it 'advisable to vote for the gold currency 
ideal, it can be secured through the will of the Legislature as soon as . 
the gold in the reserve permits it. 

The scheme can be accepted if the Legislature can introduce the 
proviso that after the lapse of a certain period the right of coining 
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gold bars into coins or mohurs could be granted to the people if they 
so desire it. 'The composition of the gold in the reserve should be 
placed at a high ratio of the total amount. As soon as this higher 
portion of gold is i-eaohed, the right of giving gold to the holders of 
silver and can be undertaken. Thus at last can we rid ourselves 
of silver and “ slough off the remains of the old skin.” The rapid 
attainment of the final stage would depend on increased education, 
the raising of the standard of life, and the perfection of the banking 
i^stem, and when these are secured the uneconomical nature of the 
gold currency would be realised. The gold bullion standard would 
remain in toto without the unnecessary excrescence of gold currency 
attached to it. There would he no need to feel any regret at the 
conclusion. The currency question has been racking India for the 
past several years. It will continue to do so for a longer time under 
the Gold Exchange Standard system. Until we are prepared to accept 
and use the new currency bridge, f.e., the gold bullion standard, the 
attainment of the ideally best currency which is the ultimate goal 
would be postponed ad injiniUim. Academically viewed the Gnld 
Bullion Standard is infinitely superior to the present policy of drift 
in currency matters. Practically speaking it is the only successful 
monetary reform that uwuded India with its meagre resources of gold 
can achieve with maximum profit and minimum disturbance to our 
country as well as others. Sentimentally viewed it fails to take cogni- 
sance of the overwhelming liking of the Indian people for gold 
currency in circulation. Psychologically considered it is a bitter dis- 
appointment to popular expectations. 
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OPINIONS ON THE THIRD EDITION OP 

“ PRESENT-DAY BANKING IN INDIA ” 

1 Present-Day Banking in India, by Dr B Ramaobandsa Ran, M A , 
LT.PhD.PRES (Lend ), Third Edition (Thoronghly Retdeed amd 
Enlarged)— supplementary thesis for the Degree of Doctor of Philosophy, 
Galoutta Unteerdty Royal 8 tc pp 705 1980 Price Re 10 

The book descnbes the existing banking system and offers valuable 
suggestions to bring about the muoh-needed improvement in our credit 
situation The present edition besides embodying the maul conclusion of 
the earlier edition inoorporates a large amount of fresh material 

“ A complete survey of the position — ^further useful chapters have been 
mcluded on the recent monetary reform and the Central Bank of Issue 
He n*s tn iTiff a the position of each of the constituents of the Indian bank 
ing \ 7 orld and suggests scientiffc remedies His work will be much 
appreciated by his readers among the English banking community who will 
be specially interested in the author’s suggestions as to the course which 
should be taken in the future ’ — The London Bankere’ Magaetne, Nov 
1980, p 778 

" A third edition of this excellent treatise on Indian banking has 
now been pubhshed The matter has been brought up to date and deals 
adequately with the Hilton Toung Report and the mmietary reform of 
1028 "—The Statiei, London, 24th Jan , 1931, p 187 

" No topic on Indian Banking, present and past, has escaped the notice 
of the author The chapters on the indigenous banker, tbe loan wornfanina 
of Bengal and topics of the Hundi system agricultural credit and bank- 
ing management evmce a pamstaking spirit of research and original remarks 
The author has boldly criticised and impartially pronounced judgments 
on many of the partisan like conolusions which are unfortunately prevalent 
in circle of the experts, real or so called, in banking "—The CdhuHa 
Review, Feb , 1981 

" It IS a self contamed, complete and comprehensive exposition of the 
Indian financial world with all its peouharities I can think of no class 
connected with the business world to whom the book is not welcome or 
necessary "—Indian Fmanco Nov 22 1980 
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"A very comprehensive Text- Book. Eoonomiat, London, Oct 
11, 1930. 

" A full description of the banking system and a criticism of the 
same.” — The Manchester Guardian, Commercial, Oct. 9, 1980. 

It is probable that it will become a standard work in the sense that 
it wUI be studied by those not inconsiderable few who aspire to a know- 
ledge of the credit system at present existing in India.”— The Capital, 
Oat. 29, 1930. 

** It is a masterly exposition of the subject by a person who can speak 
with authority and confidence.”— T/ie Leader, Allahahad, Nov. 2, 1930. 

“A very masterly survey of the whole field of banking.”— PmcipaZ 
M. K. Ghosh, Govt. Commercial School, CalcnUa. 

It is a valuable contribution to tbe literature uf Indian Economics. 
Frof. Bau has rendered a signal service to India by publishing his book at 
this juncture where the Banking Enquiry Committee is conducting its 
investigations. The presentation is admirably lucid and rystematic and 
his book will be read with interest by bankers, businessmen and the general 
public.” — The Statesman, Nov. 80, 1930. 

” The book contains collection of important bankmg material which 
will be useful to students and businessmen alike. Its possession would give 
much useful information and save reference to a number of publications.” — 
The Indian Journal of Economics, April, 1981, p. 714. 

” An interesting chapter for the American reader is Chapter XIV which 
describes the hoarding habits of the native population.” — The American 
Economic Bevieio, March, 1981, p. 169. 

*' Remarkably good book on Indian Banking. The author has a clear 
grasp of the main principles and his patient and diligent study has given 
mastery of the subject which he expounds even to the uninitiated in simple 
and clear language.” — Sir B. N. Sarma, Ex-Exeeutive Counoil Member, 
Government of India and President of the Bailway Bates Advisory Committee. 

”It will serve both as a useful work of reference and a dependable text* 
book. Br. Bau has gone thoroughly into his subject, almost too thoroughly 
at places and piles up an imposing amount of information and observations 
collected from wide reading and long experience in teaching. Has book is 
quite as much a book on Indian banking as on banking and currency in 
general. Hr. Bau's special contribution is mi examination with suggestions 
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of hU own of the question of a Central Bank of Issue for India. Hia treat- 
ment ia sound and his sweep wide, considering the fact that he wrote before 
the publication of the Banking Committee's exhaustive and weighty report. 
The Cej/lon Economic Journal, Dec., 1931. 

" In his very extended examination of the oonditicms Dr. Ran gives a 
most interesting statement of the methods of indigenous bankers, past and 
present, and traces the development of the European system such as it 
has been from the days of John Company. Written by one who has a 
thorough knowledge of conditions in India and of financial matters in 
general, the book may be commended vo the student of monetary ques- 
tions and it may be added that the whole body of Dr. Ban’s suggestions 
are worthy of consideration of controlling financial interests and of the 
legislature The plea that the Indian system should be brought into line 
with European models, and as speedily as possible, appears to be tboioughly 
sound ." — The Brliieh Trade Review, Eov., 1080, p. 89. 

"Mr. Bau writes with authority and sound knowledge. Besides being 
a descriptive and historical account of the Indian banking system the book 
under review offers constructive suggestions for the immediate and practical 
problems. The reader will nob fail to seoure a comprehensive and olear-out 
impression of the present-day banking system of India. A bandy, complete 
and reliable guide on this subject. "—Tiie Bengal Go-operative Review, 
Oct.. 1925, p. 139. 

" Besearohes made by Indian Economists in recent years have thrown 
considerable light on the gradual development of banking in India from 
earliest times and much valuable information on the subject will be found 
in the books published within the last five years by Bamacbandra Eau.” — 
•The Geniral Banking Enquiry Committee Report, 1931, p. ii. 

2. Elementary Banldiig, by Dr. B. Ramaobandra Bau, Demy 8to 
pp. 860. 1932. Second Edition. Ba. i. 

This little book gives a clear idea of a Commercial Bank and its theory 
and estimates the economio importance of its operations, viz., Bank 
Deposits, Note-Issue, Drafts, Discounts, Loans and Advances, Investments 
and Aooeptanoes, It will be a very useful book for commercial students 
who desire to understand the work of a Bank^how it obtains its capital, 
how that capital is employed, how profits arise and are distributed and how 
again a Commercial Bank fails. 

" It is dear and oondse.”-— The American Economic Rcvieio. 
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“A valuable handbook on Indian Banking "—The United Provinces 
Go-operative Journal. 

“ We have all the easentiala of a good text book. ... The references to 
the text-books are sufficient evidence of the up-todate character of the book. 
A substantial contribution to the rather lean literature on the subject/’— 
The Englishman, Aug. 5, 1026: 

3. Economics of the Leather Industry^ by B. Hamflnhq Ti flffl 
M.A., L.T. Demy 810 pp. 195. 1926. Price Rs. 2-8 

In this booh the author makes a careful economic survey of the 
existing sources of supply and deals with the economic importance of 
leather, and the causes of the decline of the indigenous leather industry 
in this country. The book contains valuable suggestions for the improve- 
ment of the raw material on which the economic life of various branches 
of leather industry depends. 

" The series of the articles ought to be read generally by all interested 
in the industries and commerce of India and particularly by those who are 
concerned with the leather industry and business ." — Modem Revieio, April, 
May and June, 1926. 

'*Tbe author is to be congratulated upon producing a clear and 
complete ei^osition of the Indian trade and of India’s raw materials, 
resources and the characteristics of them — the information it furnishes will 
be interesting and valuable to the leather trade univereally and the work 
forms an important addition to the trade's technical literature ." — The 
Leather Trades Review, Feb. 10, 1926. 

*' The very able and practical monograph. . . . His summary of 
suggestions deserves to be translated into the leading vernaculars of the 
country ." — The Mysore Economic Joumol. 

“ A useful glossary of terms, . . . The book should prove useful to 
those interested in the economic side of the leather industries in India." 
The Bulletin of the Imperial Institute. 

" The book is altogether interesting and suggestive and would pay 
reading ." — The Indian Journal of Economics 

** Prof. Rau's volume is a great deal more than a mere academic 
treatise. He keeps himself in close contact with the market place and is 
therefore able to offer a number of suggestions which will certainly serve to 
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.hmahte the mtorestot those oonneoted with the trade m the hitherto 
oneiploredpoteihihtMS of the leather mdoslry m India The eppendieM 
^rdoobtedlpenhaneethemtentolthe book We .»n.nrend ‘he bo* to 
and stadonta alike "-The United Preoinoee Oo opemtine 
Journal, July, 1926 


BOOKS BY THE SAME AUTHOR PUBLISHED BY MESSRS, 
LAL OHAND AND SONS 76 LOWER CIRCULAR ROAD, 
CALCUTTA, AND SELECT OPINIONS OP THEM 

i Organised Banking in the Days oi John Company, pp 686 1981 
Bs i 


" deals in detail with the history o£ banks in Bombay Much 
information ooncerning the earlier banks and the indigenous banks of 
Bombay is contained in this book ’ — The Times of India 

Dr Rau has already established his reputation as writer in a subject 
which, though of great interest and use to us in our present requirements, 
few Indiana have tackled It has been written m a style free from the 
liberal use of technical terms and yet m a spirit of scientific inquiry which 
IS likely to be of interest to those who want to study banking and of use on 
the other hand as a book of reference to those who have a mind to follow 
up the researches embodied in the book The picture is materially useful 
and instructive ” — ^Amrita Bazar Pairika 

You have dug out much interesting information and deserve to be 
congratulated for your painstaking work in the early history of Banking 
in Bombay "—Dr B B Das Gupta, Ceylon University College, Colombo 

" A very valuble ccntnbution to the understanding of the economic re 
volution which India suffered since the past m the hands of the East India 
Company The book is of great historical value and I am sure you have 
rendered great service to the community by your researches m this 
direction ’ —Manu Subedar, Author of the Minority Report, Indian Central 
Bonlmg Engiiiri/ Report and Ex Presiaent, Indian Merchants’ Chamber, 
Bombay 

"It IS interestmg study of the early days of Indian banking, the more 
valuable masmuch as the information on the subject is scattered and 
difficult of access His information on early banku^ m Bombay has 
been collected solely out of the manuscript records of the Bombay 
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Government Dr Ban’s work covers the period 1800 1857 and throws 
light on the lack of organisation of banking in India in those early days 
The appendices include biographical notes on prominent bankers and 
legislators and development during the period, the Acts and Notifications 
relating to banks and other interesting facts regarding banking in the 
period ” — London Banlers’ Magazine^ April, 1938, p 674 

5 Banks and Money Market, by Dr B Ramaohandra Ran, M A , 
Ph D , F R E S (Lond } Pp 288 Rs 2 

Dr Bau s book should be of great interest to the English reader m that 
he presents the Indian point of view extremely dearly m considered criticism 
of the Exchange Banks and the Imperial Bank of India As Dr Bau points 
out the shortcomings of the Indian Joint Stock Banks are mainly 
responsible for the success of their competitors But as confidence is the 
essence of banking, surely it mil be some years before the present position 
can be changed Dr Bau gives us m his lectures and the eight appendices 
a most ciitical survey of the whole Indian Banking system ” — London 
Bankers* Magazine, 1938, p 759 

*' Prof B R Bau of the Calcutta University is already well known as 
a careful and competent exponent of Indian banking problems In this 
book Prof Bau has published four lectures on the Indian Money Market 
which be delivered to the Calcutta centre of the Institute of Bankers in 
1930-31 In his second lecture the author gives a very lucid account 
of the process of expansion and contraction of currency ond its effects on 
the Money market We would recommend to all students of Indian 
finance a perusal of this part of Dr Bau's book 

" The suggestions of Prof Bau regarding the best means to brmg the 
indigenous bankers within the organised money market and to develop 
a brisk bill market in India deserve careful consideration "—The Servant 
of India 

** Dr Bau makes many practical suggestions for the achievement of 
a free money market in India ’ —London Bankers* Magazine, April, 1938, 
p 674 




